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Publications — Richard E. Brann, Legion Publishing Co., Indian- 
apolis, Ind. 

Publicity — Prank S. Bowlby, American Appraisal Co., In- 
dianapolis, Ind. 

Research & Standardization — Alva L. Prickett, Indiana Univer- 
sity, Commerce Hall, Room 33, Bloomington, Ind. 

Past Presidents : C. P. Eveleigh, Eli Lilly & Co., Indianapolis, Ind. 

R. E. Guild, Citizens Gas Co., Indianapolis, Ind. 

Meeting Day — Third Wednesday. 

KANSAS CITY CHAPTER 

President: B. P. Michaelsen, W. S. Dickey Clay Mfg. Co., New York Life 

Building, Kansas City, Mo. 

Vice-President: Benjamin E. Young, The Commerce Trust Co., Commerce 
Building, Kansas City, Mo. 

Vice-President: David B. Peter, Price , Waterhouse Sr Co., 1114 Pederal 
Reserve Bank Building, Kansas City, Mo. 
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Treasurer: J. D. M. Crockett, Crockett , Couchman & Crawford , 1015 Na- 

tional Fidelity Life Building, Kansas City, Mo. 

Secretary: Edward J. Dillon, Edward /. Dillon Sr Co ., 1100 National 

Fidelity Life Building, Kansas City, Mo. 

Directors: Meetings — John P. Cooper, K. C. Structural Steel Co ., 21st and 

Metropolitan Avenue, Kansas City, Kansas. 

Membership — G. S. Wayman, S. D. Lee Mercantile Co., 20th & 
Wyandotte Streets, Kansas City, Mo. 

Program — J. B. Kerrigan, 3. T. Poindexter Mdse . Co., 308 
West 8th Street, Kansas City, Mo. 

Publications — Ralph L. Berry, American Appraisal Co., 834 
Board of Trade Building, Kansas City, Mo. 

Publicity — Ralph B. Innis, Ralph B. Innis, Inc., 1014 Commerce 
Building, Kansas City, Mo. 

Research # Standardization — Gerald A. Torrence, Schulze Bak- 
ing Co., 118 West 47th Street, Kansas City, Mo. 

Past Presidents : Neil G. Lilley, Kansas City Structural Steel Co., Kansas 
City, Kansas. 

E arle N. Daniels, Irving Pitt Manufacturing Co., 802 
Locust Street, Kansas City, Mo. 

Meeting Day — Fourth Monday. 

LOS ANGELES CHAPTER 

President: Earl J. Atkins, California Dairies, Inc., 237 Winston Street, 

Los Angeles, CaL 

Vice-President : Ray S. Marshall, Metropolitan Finance Co., 525 N. Curson 
Avenue, Los Angeles, Cal. 

Treasurer: Geo. F. Anderson, International Business Machines Corp., 131 

East 6th Street, Los Angeles, Cal. 

Secretary: Fred W. Krage, Axelson Machine Co., P. O. Box 337, Los 

Angeles, Cal. 

Directors: Meetings — Harry L. Miller, Fibreboard Products, Inc., 1514 S. 

Orange Grove Avenue, Los Angeles, Cal. 

Membership — N. S. Rowland, Pacific Goodrich Rubber Co., 
5400 E. 9th Street, Los Angeles, Cal. 

Program — W. Ingram Parke, Southern California Gas Co., 950 
S. Broadway, Los Angeles, Cal. 

Publications — Walter C. Wright, 1750 Tamarind Street, Holly- 
wood, Cal. 

N. J. Redmond, Blue Diamond Co., P. O. Box 630, Arcade 
Station, Los Angeles, CaL 

Research Sr Standardization — Herbert Oberste-Lehn, German 
Tube Syndicate, 710 Petroleum Securities Building, Los 
Angeles, Cal. 

Past Presidents : Wm. B. Edson, 241 Winston Street, Los Angeles, Cal. 

Joseph A. Garrett, Garrett, Adlequist & Associates, 617 
Chamber of Commerce Building, Los Angeles, Cal. 

E. W. Hedland, Los Angeles Examiner, Los Angeles, Cal. 
Henry M. Thomson, Thomson, Cooper $ Thomson, 1428 
Chapman Building, Los Angeles, Cal. 

Harry H. Baskeryille, Baskerville Audit Co., 841 Petroleum 
Securities Building, Los Angeles, Cal. 

M. Leland Stanford, 922 C. C. Chapman Building, Los 
Angeles, CaL 
Meeting Day — Third Tuesday. 

LOUISVILLE CHAPTER 

President: Richard C. F. Hansen, Froznpure Ice Cream Co., 26th & Broad- 

way, Louisville, Ky. 
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Vice-President : W. T. ZurSchmiede, Banko Kentucky, Louisville, Kj. 

Vice-President: J. J. McKenna, Louisville Gas $ Electric Co., 311 West 
Chestnut Street, Louisville, K y. 

Treasurer: T. Hayden Dotvell, New Albany Veneering Co., 13th and 

McBeth Streets, New Albany, Ind. 

Secretary: R. E. Jacke, Reynolds Metals Co., 30th and Grand Avenue, 

Louisville, Ky. 

Directors: Meetings — Feans J. Pfeiffer, Louisville Gas $ Electric Co., 

311 West Chestnut Street, Louisville, Ky. 

Membership— Geo. A. Denson, Eskimo Pie Corp., 30th and Grand 
Avenue, Louisville, Ky. 

Program — E. G. Paulson, American Creosoting Co., Columbia 
Building, Louisville, Ky. 

Publications — V. F. Kimbel, Ballard Sr BaUard Co., 912 East 
Broadway, Louisville, Ky. 

Publicity — E. F. Overstreet, D. H. Ewing 9 s Sons, 3rd Street 
and Kentucky, Louisville, Ky. 

Research §• Standardization — J. Bernard Brown, Spencerian 
Building, 813 South First Street, Louisville, Ky. 

Past President : G. W. Shields, Federal Chemical Co., 1712 Heyburn Build- 
ing, Louisville, Ky. 

Meeting Day — Third Tuesday. 

MILWAUKEE CHAPTER 

President: John G. Conley, 425 East Water Street, Milwaukee, Wis. 

Vice-President: Clyde Hudspeth, Burrows Adding Machine Co., 441 Broad- 
way, Milwaukee, Wis. 

Vice-President: Lawrence G. Regner, Briggs 4- Stratton Corp., 1047-13th 
Street, Milwaukee, Wis. 

Treasurer: Harold Todd, First Wisconsin National Bank, 425 East Water 

Street, Milwaukee, Wis. 

Secretary: E. H. Meyer, Robert A. Johnston Co., 34th and National Avenue, 

Milwaukee, Wis. 

Directors: Meetings — Eugene Drake, Kearney Sr Trecker Co., 5926 Na- 

tional Avenue, West Allis, Wis. 

Membership — W. L. Weifenbach, Durant Mfg. Co., 655 Buffum 
Street, Milwaukee, Wis. 

Program — William Charles, Price, Waterhouse & Co., 425 East 
Water Street, Milwaukee, Wis. 

Publications — L. C. Hutson, M. Carpenter Baking Co., 102-7th 
Street, Milwaukee, Wis. 

Publicity — -W. P. Westfall, Tabulating Machine Co., 383 Mil- 
waukee Street, Milwaukee, Wis. 

Research & Standardization — C. L. Pfeifer, Chain Belt Co., 736 
Park Street, Milwaukee, Wis. 

Past Presidents : B. H. Springer, John Schroeder Lumber Co., Milwaukee, 
Wis. 

Jerry Keogh, Allis Chalmers Co., Milwaukee, Wis. 

H. Jack Bock, Stevenson, Harrison & Jordan, Chicago, 111. 
W. K. Boyle, National Brake and Electric Co., Milwaukee, 
Wis. 

Carl H. Laun, 638 Colonial Drive, High Point, N. C. 

Meeting Day — Third Thursday. 

NEWARK CHAPTER 

President: James J. Hastings, 24 Commerce Street, Newark, N. J. 

Vice-President: C. Howard Knapp, Waitt f Bond , Inc., 310 Sherman Ave- 
nue,- Newark, N. J. 
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Vice-President: Howard H. Eckert, Thos. A . Edison, Inc., Orange, N. J. 

Treasurer: Thomas W. Ott, Monroe Calculating Machine Co., 555 Mitchell 

Street, Orange, N. J. 

Secretary: Duke Richardson, Monroe Calculating Machine Co., 555 Mitchell 

Street, Orange, N. J. 

Directors: Meetings—’ Thomas L. Evans, Weston Electrical Instrument 

Corp., 614 Frelinghuysen Avenue, Newark, N. J. 

Membership — Edward M. Douglas, Tabulating Machine Co., 12 
E. Park Street, Newark, N. J. 

Program — Edwin E. Salt, Art Metal WorTcs, Inc., Aronson 
Square, Newark, N. J. 

Publications — Henry P. Schuit, Merck & Co., Inc., Rahway, 
N. J. 

Publicity — Edward E. Lewis, Eclipse Aviation Co., 545 No. Ar- 
lington Avenue, E. Orange, N. J. 

Besearch # Standardisation — Howard H. Eckert, Thos. A. Edi- 
son, Inc., Orange, N. J. 

Past President : J. J. Hastings, 24 Commerce Street, Newark, N. J. 

Meeting Day— Fourth Thursday. 

NEW HAVEN CHAPTER 

President: E. J. Monde, Seward and Monde, 205 Church Street, New Haven, 

Conn. 

Vice-President: E. I. Petze, Petze $ Schuyler, 153 Court Street, New 
Haven, Conn. 

Vice-President: W. C. Armstrong, Jr., Roekbestos Products Corp., P. O. 
Drawer 1102, New Haven, Conn. 

Treasurer: R. M. Bury, Tabulating Machine Co., 341 State Street, New 

Haven, Conn. 

Secretary: F. A. Sharp, Greist Manufacturing Co., New Haven, Conn. 

Directors: Meetings — C. A. Stephan, Eoggson Pettis Mfg. Co., New 

Haven, Conn. 

Membership — L. A. Buckingham, 152 Temple Street, New 
Haven, Conn. 

Program — J. W. Cleveland, Seamless Eubber Co., New Haven, 
Conn. 

Publications — C. F. Thompson, 76 N. Whittlesey Avenue, Wall- 
ingford, Conn. 

Publicity — Frank Callahan, 28 Eld Street, New Haven, Conn. 

Eesearch 4" Standardisation — H. F. Andrews, A. B. Hendry x 
Co., 78 Audubon St., New Haven, Conn. 

Past President : R. D. Jack, Winchester Eepeating Arms Co., New Haven, 
Conn. 

Meeting Day — Fourth Tuesday. 

NEW YORK CHAPTER 

President: C. H. Towns, Loomis , Suffern 4r Eernald , 50 Broad Street, New 

York, N. Y. 

Vice-President: A. L. Prentice, Worthington Pump $ Machinery Corp., 

2 Park Avenue, New York, N. Y. 

Vice-President: W. F. Pulster, Eemington Band Business Service , Inc., 
Powers Accounting Machine Division, 374 Broadway, New 
York, N. Y. 

Treasurer: B. A. Brady, International Printing Ink Corp., 580 Fifth Ave- 

nue, New York, N. Y. 

Secretary: J. D. Griffin, The Accountants Club, Hotel Montclair, 49th 

Street and Lexington Avenue, New York, N. Y. 
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Directors: Meetings — A. L. Prentice, Worthington Pump 4 Machinery 

Corp., 2 Park Avenue, New York, N. Y. 

Member ship — G. A. Ware, News Print Service Bureau, 342 
Madison Avenue, New York, N. Y. 

Program — W. F, Pulster, Remington Rand Business Service , 
Inc., Powers Accounting Machine Division, 374 Broadway, 
New York, N. Y. 

Publications — E. D. Page, 27. S. Rubber Co., 1790 Broadway, 
New York, N. Y. 

Publicity — Edward Perkins, Tabulating Machine Co., 310 Fifth 
Avenue, New York, N. Y. 

Research 4 Standardization — Wm. R. Donaldson, P. N. Miller 
4 Co., 50 Broad Street, New York, N. Y. 

0. A. Packard, Worthington Pump 4 Machinery Corp., 2 
Park Avenue, New York, N. Y. 

J. W. Stokes, Motors Bolding Corp., Room 1412, 1775 Broad- 
way, New York, N. Y. 

Victor H. Stempf, Touche, Niven 4" Co., 80 Maiden Lane, 
New York, N. Y. 

Past Presidents : Charles Van Zandt, General Office Equipment Corporation, 
1501 Broadway, New York, N. Y. 

C. M. Finney, Prince 4 Whitely, 25 Broad Street, New York, 
N. Y. 

H. G. Crockett, Scovell, Wellington 4 Co., 270 Madison 
Avenue, New York, N. Y. 

John E. Horn, Bakelite Corp., 247 Park Avenue, New 
York, N. Y. 

George Rea, Touche , Niven 4 Co., 80 Maiden Lane, New 
York, N. Y. 

Eric A. Camman, Peat , Marwick , Mitchell 4 Co., 40 Exchange 
Place, New York, N. Y. 

Charles A. Williams, American Safety Razor Corp., Jay 
and Johnson Streets, Brooklyn, N. Y. 

Meeting Day — 2nd Tuesday, except Feb., March and April — 3rd Tuesday. 


PHILADELPHIA CHAPTER 

President : Edward P. Moxey, Jr., B. P. Moxey 4 Co., 1416 Chestnut Street, 

Philadelphia, Pa. 

Vice-President: George P. Landwehr, Philadelphia Electric Co., 9th and 
Sansom Streets, Philadelphia, Pa. 

Vice-President: Robert Burns, American Insulating Machinery Co., Fair- 
hill and Huntingdon Streets, Philadelphia, Pa. 

Treasurer: Weston J. Hibbs, Philadelphia Gas Works, Broad & Arch 

Streets, Philadelphia, Pa. 

Secretary: Clyde S. Cressey, Peirce School of Business Administration, 

1420 Pine Street, Philadelphia, Pa. 

Directors: Meetings — Robert Burns, American Insulating Machinery Co., 

Fairhill and Huntingdon Streets, Philadelphia, Pa. 

Membership — Frank S. Glendening, 811 Widener Building, 
Philadelphia, Pa. 

Program — Arthur W. Marshall, General Asphalt Co., 1600 
Arch Street, Philadelphia, Pa. 

Publications — John Balch, Balch, Funk Co., West End Trust 
Building, Philadelphia, Pa. 

Publicity — Verl L. Elliott, Atlantic Refining Co., 260 South 
Broad Street, Philadelphia, Pa. 

Research 4 Standardization— John Hihn, Jr., Ballinger Co., 
12th and Chestnut Streets, Philadelphia, Pa. 
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Harvey L. Gaumer, Henry Disston Sr Co., Taco ny, Phila- 
delphia, Pa. 

Past Presidents : Edmund L. Oerter, /. G. Brill Co., 62nd St. and Woodland 
Ave., Philadelphia, Pa. 

John M. Scanlon, Hess-Bright Mfg . Co., Front St. and Erie 
Ave., Philadelphia, Pa. 

Walter Camenisch, 2220 Estangh Street, Philadelphia, Pa. 
Edward P. Moxey, Jr., E. P. Moxey # Co., 1416 Chestnut 
Street, Philadelphia, Pa. 

Meeting Day — Third Friday. 

PITTSBURGH CHAPTER 

President : W. P. Marsh, Lybrand , Boss Bros. $ Montgomery , Union Bank 

Building, Pittsburgh, Pa. 

Vice-President: W. R. Fisher, Union Switch Sr Signal Co., Swissvale, Pa. 
Vice-President: G. A. Rothrauff, Macbeth-Evans Glass Co., Charleroi, Pa. 
Secretary-Treasurer: Andrew H. Blass, Blass, Wood Co., Law & Finance 
Building, Pittsburgh, Pa. 

Directors: Meetings — E. B. Vellig, Gulf Befining Co., Frick Annex, Pitts- 

burgh, Pa. 

Membership — M. C. Walsh, Pittsburgh Steel Co., Union Trust 
Building, Pittsburgh, Pa. 

Program — W. H. Cheffey, Union Switch $ Signal Co., Swiss- 
vale, Pa. 

Publications — C. L. Van Sickle, University of Pittsburgh , Pitts- 
burgh, Pa. 

Publicity — W. J. Jacquette, Pier point Motor Co., 5001 Baum 
Blvd., Pittsburgh, Pa. 

Besearch $ Standardisation — A. W. Remensnyder, Buquesne 
Steel Boundaries Co., Coraopolis, Pa. 

Past Presidents: G. D. Piper, Westinghouse Electric Sr Mfg. Co., E. Pitts- 
burgh, Pa. 

H. S. Ejeyser, Dept, of Welfare, Commonwealth of Pennsyl- 
vania, Harrisburg, Pa. 

C. G. Jensen, A. M. Byers Co., Pittsburgh, Pa. 

C. E. Resley, National Badiator Co., Johnstown, Pa. 

C. C. Sheppard, Sheppard $ Co., 307 Oliver Building, Pitts- 
burgh, Pa. 

A. W. Bass, Westinghouse Electric 4r Mfg. Co., East Pitts- 
_ burgh, Pa. 

Meeting Day — Second Wednesday — except September and March. 

PROVIDENCE CHAPTER 

President: Harry E. Howell, Grinnell Co., Inc., 260 West Exchange Street, 

Providence, R. I. 

Vice-President: A. Preston Roffee, Jr., Providence Base Works of G. E. Co., 
586 Atwells Avenue, Providence, R. I. 

Vice-President: Lester F. Morse, Gorham Mfg. Co., 95 Albert Avenue, 
Edgewood, R. I. 

Treasurer: Charles H. Leffingwell, United States Bubber Co., 355 Valley 

Street, Providence, R. I. 

Secretary: Harry A. Keene, Grinnell Co., Inc., 260 West Exchange Street, 

Providence, R. I. 

Directors: Meetings — Edward A. Carl, Atlantic Mills, Providence, R. I. 

Membership — George A. Field, Bhode Island Yam Co., 99 
Maplewood Avenue, Arlington, R. I. 

Program — Edwin J. Loucks, Phillips Wire Co., Pawtucket, R. I. 
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Publications — Ernest Whitworth, Lorraine Mfg. Co., Paw- 
tucket, E. I. 

Publicity — Henry J. Lee, Bryant- Stratton College, 57 Meadow 
Street, Pawtucket, E. L 

Besearch & Standardisation — George L. Dickinson, J. Sr E. 
Coats B. I. Inc., P. 0. Box 968, Pawtucket, R. I. 

Past Presidents : William Segue, Ward-Fisher and Co., Gas Company Build- 
ing, Providence, E. I. 

Charles Gritman, Providence Base Works, 586 Atwells Ave- 
nue, Providence, R. I. 

John W. Eoot, Weir Stove Co., Taunton, Mass. 

Harry E. Howell, The Grinnell Co., 260 West Exchange 
Street, Providence, E. I. 

Meeting Day — Second Monday. 

ROCHESTER CHAPTER 

President: Edmond S. La Rose, Bausch Sr Lomb Optical Co., 635 St. Paul 

Street, Rochester, N. Y. 

Vice-President: Irving W. Briggs, Eastman Kodak Co., 333 State Street, 
Rochester, N. Y. 

Vice-President: James L. McGee, Yawman Sr Erbe Mfg. Co., 1099 Jay 
Street, Rochester, N. Y. 

Treasurer: S. G. Bowie, Bochester Telephone Co., 335 Main Street, East, 

Rochester, N. Y. 

Secretary: W. G. Lyons, North East Service, Inc., 391 Lyell Avenue, 

Rochester, N. Y. 

Directors: Meetings — Gilbert W. Sutton, Pfaudler Co., Lincoln Park, 

Rochester, N. Y. 

Membership — John D. Smith, Felt Sr Tarrant Mfg . Co., 328 
Main Street, E., Rochester, 1ST. Y. 

Program — L. M. Schram, International Business Machines Co., 
622 Main Street, E., Rochester, N. Y. 

Publications — Harry H. Lang, Stecher Lithograph Co., 274 N. 

Goodman Street, Rochester, N. Y. 

Publicity — R. H. F armen, Hawk-Eye Works, Eastman Kodak 
Co., Rochester, N. Y. 

Besearch & Standardisation — C. J. Van Niel, Eastman Kodak 
Co., Rochester, N. Y. 

Past Presidents : C. Walter Coapman, North East Electric Co., 379 Lyell 
Avenue, Rochester, 1ST. Y. 

Myron J. Hayes, Eastman Kodak Co., Rochester, N. Y. 
Zahrt L. Augustine, North East Electric Co., 379 Lyell 
Avenue, Rochester, N. Y. 

Edmond S. La Rose, Bausch $ Lomb Optical Co., Rochester, 
N. Y. 

Meeting Day — Third Wednesday, except December — Second Wednesday. 
ROCKFORD CHAPTER 

President: Howard C. Gregory, J. L. Clark Mfg . Co., Rockford, HI. 

Vice-President: Noble J. Schmidt, Bockford Northwestern Malleable Corp., 
Rockford, HI. 

Viee-President: George A. Lindblade, Smdstrand Machine Tool Co., Rock- 
ford, HI. 

Treasurer: J. T. Atkinson, Bockford National Bank, Rockford, HI. 

Secretary: H. A. Dales, Bockford Mitten and Hosiery Co., Rockford, 111. 

Directors: Meetings — M. L. Hemenway, Bockford Electric Co., Rockford, 

HI. 
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Membership — H. E. L. Greek, The Washburn Co., Rockford, III. 
Program — E. M. Robbins, Fairbanks-Morse Co., 953 Church 
Street, Beloit, Wis. 

Publications — A. G. Block, Barnes Brill Co., Rockford, 111. 
Publicity — M. E. Wahlstrom, Burd High Compression Ping Co., 
Rockford, I1L 

Research # Standardization — J. G. Jones, Barber Colman Co., 
Rockford, El. 

Meeting Day — Third Wednesday. 

ST. LOUIS CHAPTER 

President: C. A. Renard, Balston-Purina Co., 8th and Gratiot Streets, St. 

Louis, Mo. 

Vice-President: A. Henderson, Evans $ Howard Fire Brick Co., 916 Market 
Street, St. Louis, Mo. 

Treasurer: P. P. Simon, Wagner Electric Co., 6400 Plymouth Avenue, St. 

Louis, Mo. 

Secretary: G. C. Hetlage, G. C . Hetlage & Co., 354 Planters Building, St. 

Louis, Mo. 

Directors: Meetings — P. A. Eisele, Laclede Steel Co., Arcade Building, 

St. Louis, Mo. 

Membership — R. A. Peebles, Monroe Calculating Machine Co., 
Syndicate Trust Building, St. Louis, Mo. 

Program — W. A. Robertson, Fisher Body Co., Union Avenue at 
Natural Bridge, St. Louis, Mo. 

Publications — A. C. Smith, Boatmen's Bank Building, St. Louis, 
Mo. 

Publicity — P. P. Holtz, Con. P. Curran Printing Co., 8th and 
Walnut Streets, St. Louis, Mo. 

Research Standardisation — A. J. Saxer, La Salle Building, St. 

Louis, Mo. 

Past Presidents : A. P. Barnes, Mercantile Trust Co., 8th and Locust Streets, 
St. Louis, Mo. 

W. R. Phemister, Monsanto Chemical Works, 1724 South 
2nd Street, St. Louis, Mo. 

J. J. Lang, La Salle Building, St. Louis, Mo. 

Meeting Day — Third Tuesday. 


SAN PRANCISCO CHAPTER 

President: V. P. Brockhottse, National Carbon Co., 599 8th Street, San 

Prancisco, Cal. 

Vice-President: H. J. Cooper, 519 California Street, San Prancisco, Cal. 

Vice-President: C. T. Tinker, California Corrugated Culvert Co., 5th and 
Parker Streets, Berkeley, Cal. 

Treasurer: H. H. Wait, Fisher Body St. Louis Co., Hillside Avenue Nr. 

Poothill Blvd., Oakland, Cal. 

Secretary: A. S. Kayser, Bass Eueter Paint Co., 2240-24th Street, San 

Prancisco, Cal. 

Directors: Meetings — F. E. Miles, Spreckels Companies, 2 Pine Street, 

San Prancisco, Cal. 

Membership — E. R. Hawkinson, Pacific Meter Works, 11th and 
Bryant Streets, San Prancisco, Cal. 

Program — E. A. Stjnstrom, Arthur Andersen $ Co., 649 Russ 
Building, San Prancisco, Cal. 

Publications — R. H. Barr, Hunt Brothers Packing Co., Ill 
Sutter Street, San Prancisco, Cal. 
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Publicity — H. C. Domnick, H. V. Carter Co., 52 Beale Street, 
San Francisco, Cal. 

Research <$r Standardisation — B. H. Hicklin, 941 Euss Building, 
San Francisco, Cal. 

Past Presidents : Frank A. MacHugh, 277 Pine Street, San Francisco, Cal. 

A. G. Strong, Eood & Strong, Standard Oil Building, San 
Francisco, Cal. 

C. L. Queen, Lybrand, Ross Bros . # Montgomery, 2 Pine 
Street, San Francisco, Cal. 

J. Hugh Jackson, Graduate School of Business, Stanford 
University , Palo Alto, Cal. 

Meeting Day — Fourth Monday. 


SCRANTON CHAPTER 

President: W. F. Jones, U. S. Internal Revenue Department, Post Office 

Building, Scranton, Pa. 

Vice-President: S. LeEot Chappell, Scranton Electric Construction Co., 
Seranton, Pa. 

Vice-President: ¥m. A. Davis, Lathrop $ Davis, Eeal Estate Building, 
Scranton, Pa. 

Treasurer: John C. Scheuer, Penn. Balcing Co., 341 Brook Street, Scran- 

ton, Pa. 

Secretary: E. W. Radcliffe, Penn. Coal Co., P. 0. Box 553, Scranton, Pa. 

Directors: Meetings — J. D. Notman, Grant L. Bell $ Co., 604 Traders 

Bank Building, Seranton, Pa. 

Membership — Bobebt B. Lewis, Maloney Oil Sr Mfg. Co., 140 
Meridian Street, Scranton, Pa. 

Program — John E. Harris, R. F. Post Draying Co., Ill Ho. 7th 
Avenue, Scranton, Pa. 

Publications — W . S. Nicol, Cross Engineering Co., Carbondale, 
Pa. 

Publicity — A. E. Williams, Scranton Republican, Scranton, Pa. 

Research $ Standardisation — Mark M. Glahn, A. J. Sordoni Co., 
45 Owen Street, Forty Fort, Pa. 

Meeting Day — Fourth Tuesday. 


SPRINGFIELD CHAPTEE 

President: Harold E. Peters, Hillman, Peters & Deary, 1252 Main Street, 

Springfield, Mass. 

Vice-President: Albert E. Neale, City Auditor, Springfield, Mass. 

Vice-President: Theodore F. Woodward, Scovell, Wellington #• Co., 293 
Bridge Street, Springfield, Mass. 

Secretary-Treasurer: Ernest Yates, Bausch Machine Tool Co., 156 Wason 
Avenue, Springfield, Mass. 

Directors: Meetings — Boy E. Booth, United Dairy System, Inc., 294 Plain- 

field Street, Springfield, Mass. 

Membership — Leonard I. Houghton, 146 Chestnut Street, 
Springfield, Mass. 

Program — Clarence B. Cooley, Gilbert & Barker Mfg. Co., 
Springfield, Mass. 

Publications — Carl T. King, Fiberloid Corp., Indian Orchard, 
Mass. 

Publicity — Paul H. Hosmer, Milton Bradley Co., 74 Park Street, 
Springfield, Mass. 

Research $ Standardisation — Fred H. Rich, Perkins Machine $ 
Gear Co., Circuit Avenue, West Springfield, Mass. 
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Past Presidents : Leon M. Lamb, Greenfield Tap $ Die Corp., Greenfield, Mass. 

John A. Scanlon, Springfield Provision Co., CMcopee, Mass. 
Joseph Cushing, 1559 Main Street, Springfield, Mass. 
Frank S. Hatch, Moore Drop Forging Co., Springfield, Mass. 
Harold R. Peters, Hillman, Peters # Leary, 1252 Main 
Street, Springfield, Mass. 

Meeting Bay — Third Wednesday. 


SYRACUSE CHAPTER 

President: Wm. E. Walker, Brown-Lipe-Chapin Div . General Motors Corp., 

Syracuse, N. Y. 

Vice-President: Frank W. Strickler, Globe Forge Sr Foundries, Inc., Syra- 
cuse, N. Y. 

Vice-President: F. R. Gilfoil, Hills Building, Syracuse, 1ST. Y. 

Treasurer: Merton W. Lindsley, Oneida Community , Ltd., Oneida, N. Y. 
Secretary: Charles C. Tallman, H. H. Franklin Mfg. Co., Syracuse, 1ST. Y. 
Directors: Meetings — Wm. M. Cox, The Lamson Co., Syracuse, N. Y. 

Membership — Charles H. Reed, Burroughs Adding Machine Co., 
319 S. Salina St., Syracuse, N. Y. 

Program — Delbert K. Prest, Pass Sr Seymour, Inc., Solvay Sta- 
tion, Syracuse, N. Y. 

Publications — Harold F. Allen, Onondaga Pottery Co., Syra- 
cuse, N. Y. 

Publicity — Edwin F. Hofstetter, Scovell, Wellington & Co., 
O. 0. S. B. Building, Syracuse, H. Y. 

Research Sr Standardization — R. H. Dunn, Peter Cailler Kohler 
Swiss Chocolates Co., Inc., Fulton, 1ST. Y. 

Past Presidents : J. E. Halligan, PC. PC. Franklin Mfg. Co., Syracuse, N. Y. 

E. F. Kitendaugh, Oneida Community, Ltd., Oneida, N. Y, 
H. D. Anderson, Scovell, Wellington # Co., Syracuse, N. Y. 
J. R. Tuttle, Brown-Lipe-Chapin Co., Syracuse, N. Y. 

L. W. Field, Lamson Company, Syracuse, N. Y. 

Harold H. Haight, 245 Buckingham Avenue, Syracuse, N. Y. 
Meeting Day — Third Tuesday. 


TOLEDO CHAPTER 

President: Howard B. Speyer, Champion Spark Plug Co., Toledo, 0. 

Vice-President: Walter E. Miner, The Willys-Overland, Inc., Toledo, O. 

Vice-President: William A. Zolg, The Toledo Scale Manufacturing Co., 
Toledo, 0. 
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SETTING UP AN ORGANIZATION 


T HE opening session of the Tenth International Conference 
of the National Association of Cost Accountants convened in 
the West Baden Springs Hotel, West Baden Springs, Indiana, at 
nine-forty o’clock, with Prank L. Sweetser, Treasurer and Gen- 
eral Manager of the Dutchess Manufacturing Company, Pough- 
keepsie, New York, President of the Association, in the chair. 

PRESIDENT SWEETSER: I declare the Tenth Confer- 
ence of the National Association of Cost Accountants open this 
morning. In this convention we have an announced program 
different from any that this Association has ever attempted. We 
are particularly interested in having more discussion from the 
floor than we have ever had. We want every man and woman 
who is here to take a part in these meetings. 

I want to make one request. Instead of bottling yourselves up 
with a lot of questions on things you want to talk about and 
getting the speakers, especially Mr. Jordan, off in the comer 
after the meeting is all over, we want you to summon your for- 
titude and ask your questions and do your discussing here on 
the floor of the convention. In the first place, it is unfair to the 
speakers to tie them up between sessions when they have a great 
deal of preparation to make, and in the second place, it is only 
fair to everybody here to know what you are thinking about. We 
urge you to do your questioning and discussing in this room 
during the sessions. 

It is my great pleasure in announcing the topic of this con- 
vention, “Organizing a Business for Profit”, to bring again be- 
fore this Association the honored ex-President and the personal 
friend of all of us, Mr. J. P. Jordan of Stevenson, Harrison & 
Jordan, New York City. 

CHAIRMAN JORDAN: Mr. President, Fellow Members, 
and Guests: I want to say that I hope that this convention will 
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be a f ulfillm ent of something which, personally, I have wanted 
to see for many years. We have had many very wonderful con- 
ventions. We always have had a most wonderful response from 
the best within our own organization and from the outside in 
giving us the best kind of papers. For the most part, however, 
the conventions have consisted of more or less segregated and 
separated subjects, with the result that the working out of a whole 
convention right through on one subject has never been thought 
possible. This particular convention is a little different than any 
others in that it will constitute, we hope, a continuous chain 
throughout the entire convention, leading up to the conclusion 
of how to administer a business to make a profit. 

Do not think for one moment that any mechanisms of any 
kind are sufficient to properly run a business for a profit. No one 
of us here will ever think for one moment that the mere fact 
of knowing the cost, having a properly organized business, hav- 
ing standards, or even of having incentives, will in themselves 
amount to anything. None of those mechanisms standing alone 
can reach any favorable result at all. Management must manage, 
no matter what kind of mechanisms you have in a business, no 
matter what kind of help ; but by the same token, if none of these 
mechanisms will run a business, it is just as certain that manage- 
ment, managing blindly, with no fixed responsibilities, with no 
knowledge of what things are costing, with no goal to reach, with 
no incentive scheme, can ever reach the best results. That is an 
absolute impossibility. 

The measure of effectiveness for any business whatever is the 
profit resulting from its operations. This is a rather trite state- 
ment, and surely, one with which everyone will agree. But, if 
you will take the pains to look over all available statistics, and 
if you would get data on thousands of companies whose results 
are never made public, you would find surprisingly few com- 
panies which consistently produce large profits. Many more than 
these will show profits of medium calibre, and very many more 
will show mediocre profits or a state of suspension at about an 
even-up condition of operation. There, of course, we have the 
usual procession of failures. 

Dependable statements issued by the big credit rating con- 
cerns place the greatest single factor of responsibility for business 
failure squarely on the doorstep of management. This means that 
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no other one cause of business failures exceeds that of inadequate 
(to say the least) management. These management faults vary 
from downright ignorance to most pitiful and unfortunate ex- 
amples of bad judgment on the part of men who are brilliant 
in ways other than along executive lines. 

Management failures, irrespective of just how they occur, 
all seem to have one common characteristic — i. e. that of a sur- 
prisingly striking lack of respect for, or even knowledge of the 
enormous power of “organized management”, whereby the power 
of the chief executive is multiplied many times by the proper 
organizing of mental and mechanical forces. 

Duplication of effort or the error of omission are the most 
common results of bad organization. A hazy conception of one’s 
duties is a sure cause of bad performance if only from the stand- 
point of not knowing what to do or how far to go. But far 
worse than just the mechanical knowledge of what to do is the 
absolute absence of mental incentive which comes from a well 
placed responsibility where there is set up a feeling of pride in 
being charged with a specific and clear responsibility for some 
definitely stated objective. 

The greatest thing in industry today is the employment of 
psychology. Psychology is the science of the human mind or soul 
and its operations, progress and functions. If this be psychology, 
then what else can possibly describe the science which will influ- 
ence each and every individual within any organization to expend 
the utmost effort, both mental and physical, in producing the 
best possible results. 

In order to employ the power of psychology in business to 
the greatest degree, there are four quite logical steps or phases 
which are of extreme importance: 

1. To Know What To Do. 

This requires a carefully planned and well defined 
organization procedure. 

2. To Know Sow Well Things Are Done. 

This requires records of performance. 

3. To Know Sow Well Things Should Be Done. 

This requires standards of performance. 

4. To Know That a Portion of the Savings Made by an 

Actual Performance Better Than Standard Will be 
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Divided by the Company With Those Responsible for 
the Savings . 

This requires incentive methods. 

It is on these four points that our 1929 Convention is built. 
For altogether too long, the men and women of our membership 
have striven to perfect certain mechanisms of accounting which, 
if properly understood and backed by management, would be very 
effective. But I am frank to express the thought that there exists 
at the present time a wide variance of ideas as to the effective- 
ness of much that has been developed by those who are responsible 
for cost accounting procedures, largely from the oft repeated 
conditions where the methods devised mean nothing and lead 
nowhere. 

Why have these conditions existed? They have existed as the 
result of a lack of broad knowledge on the part of everyone in 
the orga niz ation of a coordinated sequence of thought where 
everything of every description is tied up to a strong policy of 
permitting only that which contributes actual value to the con- 
duct of the business. 

This means that the general management must have a more 
definite knowledge of all the requirements of a business than 
many general managements have today. Manufacturing, Sales, 
Engineering, and all such departments must have a clearer con- 
ception of the problems of each other department and must be 
tuned up to a clearer and more effective state of cooperation. 

Last, but not least, the accounting functions must be per- 
formed with a far more complete conception of the business as 
a whole and in all its departments than has generally been the 
case in the past. The program of this Convention, being pri- 
marily designed to give a living picture of the four super-import- 
ant steps just mentioned to those responsible for the accounting, 
is equally important to all those who are more concerned in 
general executive, manufacturing, selling, engineering or any 
other activity. 

The objective of the program of this Convention is to bring 
out as clearly as possible how to approach these four important 
steps. We consider that it is not sufficient just to describe how 
someone has accomplished these steps in his business. Illustrations, 
of course, serve a purpose; but it is our aim to have no one 
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go out of this conference saying, “ That's all right for them, but 
it wouldn’t fit in our business”. Rather than this, it is hoped that 
this conference will succeed in sending every member and guest 
home saying, “I now see how to go at these things, and I am 
going to analyze my own problems along these lines”. In other 
words, we sincerely hope to give to everyone a clearer knowledge 
of how an organization scheme is built and the reasoning behind 
it; of how and why records must be fitted to this organization; 
of how to set standards within these records, and of how to set 
up incentive plans. 

Then, when we have dealt with how to go at these various 
features, we hope to tell how to use them in an executive and 

coordinating manner to produce profits. We will consider our 

objective far from reached if we fail to in some measure point the 
way to everyone as to how they may better themselves and their 
companies as a result of what we present. 

But the greatest success in bringing these ideas to you will 
in no measure be reached without your help. We will need the 
same intelligent and spontaneous discussion which has been an 
ever-growing feature of N. A. C. A. conventions. We shall en- 
deavor to confine all discussion to the point in hand at the 

time, and we will greatly appreciate the utmost cooperation on 
that particular point, as it is often most disconcerting to have a 
discussion shoot far from the mark. 

Please then, every one of you, consider yourself just as much 
a part of this program as those are who are on the platform. 
Make notes of doubtful points and demand a clarification. Con- 
tribute promptly and concisely your bit. If you will do this, we 
can make the 1929 Convention go down in history as the one 
never equalled and the one hardest to beat. 


SETTING UP AN ORGANIZATION 
J. P. Jordan 

Stevenson, Harrison & Jordan, New York City 

I T is said that a cast iron contract makes good friends, and I 
guess experience has proven that this is just about a fact. But 
why is it a fact? As near as I can figure it out, it is a fact 
purely and simply because both or all parties to the contract 
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know exactly where they stand, how far they can go, and pre- 
cisely the standing of everyone concerned. In approaching the 
subject of setting np an organization, we find almost the same 
problems and are concerned with the same results as is the case 
in setting np a contract. No matter whether an organization is 
large or small, there exists to a greater or less degree a human 
problem which is but perfectly natural, that is, anybody at all 
wants to know what is expected of him. He wants to know how 
far his authority extends and for what he is responsible. Failing 
in such knowledge, there is bound to be confusion, errors of 
omission, and overlapping of work. Naturally, this is more accen- 
tuated in a large organization than in a smaller one, but even 
in small organizations the results sometimes prove very disas- 
trous if there is not in existence a well-defined scope of respon- 
sibilities clearly set forth for each responsible individual. 

Not many years ago, a small company was formed and there 
were four men concerned who were very active in the business. 
For two or three years when the sledding was hard, when there 
were no particular results along the line of making money, these 
men pulled together in good shape. Almost everyone will pull 
together when the waves are rolling high and the wind is blow- 
ing hard. They all sat in one large room, and if one could not 
see to something at some particular time someone else did it for 
him and everything went finely. Then the business began to 
prosper. With foundations well laid, the results began to show. 
Even then everything went well for a year or two until, with 
profits rolling along in good shape, there began to be heard the 
rumblings of the human side of the problem where, with the 
business now grown to a larger volume, there began to be evi- 
dences of the many personal feelings which expressed themselves 
in many disagreeable ways. 

One of these particular channels of trouble was that of differ- 
ences of opinion as to who had done the most to bring about 
the success which the company was then enjoying. This was 
brought about very largely on account of their attempting to 
agree on what particular duties they would carry out, and amongst 
themselves it became practically an impossibility to arrive at any 
agreement. It was at this stage that the writer was privileged 
to enter the scene and to observe the troubles under which every- 
one was laboring. 
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A study -was made of all the functions of the business, many 
meetings were held, and eventually an understanding was reached 
whereby there was set up a division of duties which seemed logical 
and to which each one of the men outwardly subscribed. 

But inwardly there never was a real agreement on the part 
of two of the men as to the division of duties which had been 
agreed upon. The old situation of competition could not be effaced. 
Deep in their hearts these men could not agree, and this whole 
condition was entirely on account of the fact that they had gone 
so long without any definite agreement as to the division of 
duties. 

In another two or three years the internal conditions of this 
company became such that almost a complete change of manage- 
ment was necessary, and today the company is one of the failures 
in the industrial world. 

In contrast to this, another company started business with a 
balance sheet which showed about $50,000 assets. This company 
was headed by a man who had within him a spirit of organization 
which at the start was outstanding, and through all these years, 
up to the present time, this spirit has pervaded the organization 
of this company to such an extent that there has been built up 
one of the most perfectly operating industrial organizations this 
country has ever known. The balance sheet of this company today 
totals around $125,000,000 assets, and not only do the products of 
the company and its processes of manufacture occupy the premier 
position in their industry, but much more so does the organiza- 
tion which has brought it all about. Throughout this organiza- 
tion, from top to bottom, there exists at present and always has 
existed a definite knowledge on the part of every responsible head 
as to just exactly what his duties consist of, the scope of his 
authority, and the objective which he is supposed to reach. With 
such an organization as this has been and is at present, it is 
not to be wondered that the success has been so great. There are 
many reasons for having organization procedures which are clean- 
cut, well defined, and entirely complete. Even in smaller com- 
panies there often arises discord through lack of clean-cut divi- 
sions of authority, as was mentioned in the first case. 

Every red blooded man or woman is willing to take respon- 
sibility provided this responsibility is made clear. Conversely, the 
very same red blooded individuals resent conflict of authority and 
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either an overlapping of duties of such lax conditions which will 
promote omission of important duties which should be carried 
out. To everyone with a deep feeling of responsibility there is a 
pride of accomplishment which demands a clear vision of the 
scope to be covered, and lack of a clearly defined scope is a 
serious depressant on everyone who wishes and tries hard to 
perform a real service. Without a clearly defined definition of 
duties, there are always many irritating factors which creep in. 
The chief is so often liable to allow sentiment to enter into his 
dealings with his people, and this sentiment may be through 
family connections or it may be the result of old friendships. 
But, when sentiment is allowed to creep in to the extent that 
it infl uences the judgment of the chief executive, there is no limit 
to the damage which may be done. 

To preserve and to accentuate the loyalty and interest of the 
personnel of any organization, it seems as if the law of the 
contract is quite the obvious law to observe as a basis for fixing 
and defining responsibilities. In setting up an organization, the 
actual procedure must be that of analyzing the various functions 
of the business, their relationships one to another, and, as the 
result of sueh an analysis, to carefully decide the scope of each 
function and how it should hook up with each other function of 
the business. 

Most businesses have grown up from small beginnings. The 
first case mentioned in this paper is about the way many busi- 
nesses start. To illustrate this type of business, we may refer 
to Figure 1. This illustrates an “organization” which, like Topsy, 
just “growed” that way. The Boss, with his men, Bill, Jim and 
Sam, either own or control the business, or are men who have 
come along together in a corporation which may have grown to 
a large size. When the business was small they worked together 
faithfully, each cheerfully taking all the work he could handle 
irrespective of its nature. Everything went along finely and the 
business grew. 

As a result of hard endeavor, the business prospered and the 
volume of business required large increases in detail work. There- 
fore, a controller, a purchasing agent, a superintendent and a 
sales manager were appointed, supposedly to take charge of the 
work these titles usually imply. As far as titles are concerned, the 
business seemed up to date. But as far as actual practice was 
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concerned, the situation was deplorable. Careful reference to 
Figure 1 will show very conclusively that the titles just men- 
tioned are worse than empty. They became a snare and a delusion. 
The old war horses of the business, accustomed to old ways, each 
assume more or less direction of each so-called department. As a 
result, nothing but confusion prevails, no one knows his respon- 
sibility, who his superior is, and cares less. It is apparent that no 
one of any calibre could or would stand such a condition; there- 
fore the occupants of the jobs with titles naturally become of 
low grade and very far from the standard which should be com- 
ing along to eventually run the business. 

Ridiculous? Yes; and perhaps few eases exist to the fullest 
extreme as described. But I have seen more than one case as bad 
as this, a number that came dangerously near it, and many cases 
that involved to a greater or less degree the principle illustrated, 
i.e. that of an organization defectively constructed around indi- 
viduals rather than functions , and where such individuals had 
no specific duties, interfering to a marked degree in the various 
departments of the business to a point of positive detriment, 
both to current operations and to the future prospects of the 
company. That is, no full measure of current results or no guar- 
antee of permanency can exist in a business built only around 
individuals. 

It is a positive fact that probably the majority of business 
concerns lack an underlying spirit of enthusiasm and keen in- 
terest on the part of their personnel which can come only through 
a high realization on the part of the executive of the absolute 
necessity for observing certain laws of psychology with respect 
to organization procedures. To give any title whatever to anyone 
without a clear definition of the responsibilities of the job and 
without guarantee of non-interference in the carrying out of the 
job is bad enough. When more than one interferes with or bosses 
any one or more departments the situation is worse. This condi- 
tion is far more prevalent than one would think, particularly in 
family owned and operated companies or where men have grown 
up together in a business and become so used to the habit that 
it is taken as a matter of course. 

In contrast to the scheme of operation shown in Figure 1 is 
that of the same concern when effectively organized as shown in 
Figure 2. This chart shows the same business organized accord- 
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ing to functions, with logical grouping of like functions under 
one head. This is always the first step, all considerations of per- 
sonnel being of secondary importance. It is beyond all argument 
that for permanency of operation, the proper disposition of 
trained working forces and for the efficient coordination of all 
the functions of a business this method of arranging the organ- 
ization is absolutely necessary. 

ALfter the grouping of functions has been decided on, the next 
step is the selection of the personnel. At this stage in revamping 
an existing organization an executive often bumps into difficulty. 
It is often found that men who have been regarded as consider- 
able factors in the business are in reality more to be classed as 
“ jacks of all trades and masters of none”. In other words, when 
it comes to picking the men to head definite, fixed and specified 
departments, the executive often finds a real problem, a problem 
that forcibly brings home the real conditions of the business. 

In our example in Figure 2, we have assumed that the “Boss” 
functions as chief executive and that Bill, Jim and Sam head 
the divisions of the business they are best suited for. When these 
assignments are completed, a new order of things will prevail. The 
Boss can walk through the shop if he pleases, but if he has any 
ideas about shop matters he takes it up with the head of the 
manufacturing department — not with men, foremen or even the 
superintendent. This stops confusion and cross purposes. Each 
department head is absolutely responsible for his department, with 
no interference. This permits instilling the same sense of respon- 
sibility into the subdivisions of each department; and when this 
feeling of real responsibility is once instilled throughout the 
whole organization from top to bottom the betterment in results 
is invariably most marked. 

Coincidentally with planning and charting the organization 
a manual is prepared specifying the scope and duties of each 
department and division thereof, together with the duties of each 
individual department, or division head. This manual covers what 
they do, but not how they do it. It is obvious that such a manual 
of organization, backed up with charts showing the relationship 
of the various departments and divisions of the same, supplies a 
clear and distinct guide for the entire organization. It eliminates 
confusion, prevents duplications and omissions, and best of all, 
furnishes a specification for each job which creates a powerful 
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incentive for accomplishment. In other words, “There’s my job 
— I’ll do it and make a record at it”. 

The effect on the personnel of an organization created by an 
organization chart alone is remarkable. A growing company, for 
instance, may have a chart showing the organization structure 
as it would be when the company grows larger. Some jobs not 
necessary now would show as vacant. It is an incentive for growth 
to see these vacant blocks on the chart, as everyone works harder 
for growth with eyes on the vacant jobs which will be filled when 
the time comes. 

In analyzing the various functions of a business there are 
many problems to be solved. No two businesses are alike, even 
though they may be engaged in producing the same products. 
The prevailing policies of the executive management must find 
their reflections in the manner in which an organization struc- 
ture is set up. 

In the first place, there is no business, large or small, which 
does not have an irreducible minimum of organization functions 
which must be taken into account. These may be listed as follows : 

1. Executive Management. 

2. Financial. 

3. Accounting and Office Procedure. 

4. Engineering. 

5. Purchasing. 

6. Manufacturing. 

7. Selling. 

The mere fact that this irreducible minimum of functions 
exists does not preclude, by any means, the grouping of more 
than one function under one individual. But in the case of Figure 
2, it is perfectly possible to definitely group more than one 
function under one main heading. Or, it is perfectly possible to 
show the functions entirely separate, and have more than one 
of the functions headed by the same man. But in any case, each 
function should show clearly in order that it may be definitely 
placed. 

There is hardly any one function of a business other than 
the top executive which cannot be subjected to argument as to 
how it should be placed in the organization structure. While it 
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is a fact that, as a general rule, little attention should be paid 
to the effect of any one or more individuals on the organization 
structure of a company, it is still further a fact that the past 
effect of many individuals is usually detected in analyzing the 
various functions of a business and their relationship to other 
functions. For instance, many machinery manufacturing con- 
cerns have grown up around the patents of some one individual. 
As the business grew, this individual, on account of controlling 
the ownership of the company, became the chief executive, at 
the same time holding a very particular control of the engineer- 
ing and manufacturing functions. The whole history of the com- 
pany has woven together the manufacturing and engineering, with 
the result that they appear to be almost inseparable, and yet, 
upon careful analysis of any such cases, it will immediately 
occur to one who has not been intimately connected with the 
business that a much further growth of the company would make 
it absolutely imperative to separate these two functions, particu- 
larly in those businesses where the engineering function will be 
more and more required to work with the sales department almost 
as much as with the manufacturing department. 

In order to make clear some of the problems in respect to 
each one of these functions, and to attempt to help anyone in- 
terested in this subject in analyzing his own or any other organ- 
ization, it may be well at this time to go through each depart- 
ment and briefly discuss its normal scope and bring out how, 
under varying circumstances, each one of these functions may be 
placed in very different relationships to the other departments. 

As to the executive department, we will pass that by with 
simply a blanket thought that it is always and forever the co- 
ordinating point, as every business must have its central point 
for the exercise of guidance and coordination. 

Financial Department 

The function of financing and caring for the funds of a 
business varies very greatly in different kinds of businesses. Fur- 
thermore, the responsibility of the Treasurer, as is the usual title 
of the head of the Financial Department, varies very greatly, 
not only in different industries but in different sections of the 
country. For instance, in New England, the Treasurer is an ex- 
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ceedingly high office, often being quite synonymous with, the title 
“ General Manager ”. This, however, is somewhat a relic of older 
days, and in practically all of this country, the Treasury Depart- 
ment is not accorded anywhere near the scope which it may have 
had in the past and in our early business life. 

Today, with the development of the function commonly called 
that of the Controller's Department, the Treasurer is largely con- 
fined to the duty of caring for the funds of the company, arrang- 
ing for loans, and the responsibility of the granting of credits 
and collecting of the funds from the customers, as well as paying 
the bills of the concern upon the approval of the Controller’s 
Department. 

In the majority of cases, the Treasurer is an elected office, 
and in the discharge of his duties he is subject only to the Board 
of Directors. Actually, however, even though the Treasurer is 
elected by the Board of Directors and is responsible to them, this 
responsibility is largely construed in the light simply of financial 
responsibility and does not extend to the details of the conduct 
of his office, particularly in those features of contact with the 
Sales Department and the field in the matter of credits and 
collections. 

In many companies the Treasurer is responsible for all the 
financial accounting, particularly in those companies which have 
not developed the Controller’s Department function. As a matter 
of fact, however, this is bad business, as one of the great features 
of the Controller’s Department is that of providing a cheek and 
verification of all items before they are handed over to the Treas- 
urer’s office for payment. In other words, the new type of pro- 
cedure as a result of the Controller’s Department, separates the 
verification of all items, for which money must be paid out from 
the Treasurer’s Department, thereby providing a very rigid safe- 
guard on the paying out of the funds of the company. 

We might conclude then, that the prevailing practice today 
would indicate that the Treasurer is responsible for the funds 
of the company, the granting of credits, and the making of col- 
lections, the custody of all funds in banks and cash accounts, the 
issuing of all instructions in connection with all these matters, 
the custody of all securities, and all such kindred financial re- 
sponsibilities. 

There is very little difference of either opinion or practice 
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as to the question of who the Treasurer should report to, this 
being in practically all cases to the chief executive of the com- 
pany in all routine matters, with a direct responsibility to the 
Board of Directors in the matter of banking and responsibility 
for funds. 


Accounting and Office Procedure 

One of the new developments in business is the building up of 
the Controller’s Department, the Controller being responsible in 
most cases for all accounting and office procedure. 

There is little or no difference of opinion as to the fact that 
the Controller should report to the chief executive. In some 
companies, however, more from the standpoint of carrying out 
old practices, and perhaps also where the title “Controller” is 
not being used in its proper sense, the Controller is shown as 
reporting to the Treasurer. Probably, however, most of these will 
be found in the East, where the Treasurer holds more of an ex- 
ecutive office than is usually the case. 

Within the Controller’s Department itself, however, will be 
found many functions of debatable nature. For instance, shall the 
Controller have jurisdiction over cost accounting, or shall this 
function be carried out in the Manufacturing Department? Shall 
the Controller be responsible for inventories and the taking there- 
of, or shall this be a function of the Manufacturing Department, 
particularly in those companies where the Manufacturing De- 
partment is controlling the cost accounting? Shall the Controller 
have charge of the function of the making out of invoices, or shall 
this be a function of the Sales Department? Shall the Controller 
have charge of the Accounts Receivable ledgers, or shall these 
ledgers be under the jurisdiction of the Credit and Collection 
Department of the Treasury ? 

Even other points of debatable nature may be thought of in 
respect to completing the scope of the Controller’s function, and 
in all cases, each and every one of these points must be carefully 
worked out in order to clarify and definitely fix exactly what 
the Controller’s Department is to be responsible for. 

As a blanket argument, however, the guiding thought in re- 
spect to the Controller’s Department is that of its being a check 
on all operations of the business in order that such check will 
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be entirely separated from either the line or other staff depart- 
ments which may be too vitally concerned in either covering up 
or overlooking laxity in some form or other. 

Furthermore, the Controller's Department being of a clerical 
nature, may well be charged with the responsibility for all records 
of every description as well as for office procedure, on account of 
the fact that the very nature of the department makes it of benefit 
to concentrate all such responsibilities in order that there may 
be a continual study leading to the reduction of clerical and 
office procedure costs. 

If cost accounting is under the control of the Manufacturing 
Department, with no reference to the Controller’s Department, 
it is obvious that there will be great difficulty in receiving final 
figures from which adequate final reports may be compiled. If 
the taking of inventories and their control from a financial stand- 
point is not under the jurisdiction of the Controller’s Depart- 
ment, how can there ever be assurance that a resulting profit or 
loss is based on a correct inventory? In like manner, all such 
points must be analyzed fully, resulting from which the scope of 
the Controller’s Department must be determined. 

It may be well also to state that the jurisdiction of the Con- 
troller’s Department is nowadays usually expressed in two ways 
— first, through direct physical jurisdiction, and second, through 
functional jurisdiction. That is, cost accounting itself may be 
physically performed in the Manufacturing Department, and 
under the physical control of the Manufacturing Department, 
but at the same time it may be under the functional jurisdic- 
tion of the Controller’s Department whereby the methods used 
will be entirely under the control of the Controller’s Department. 

Engineering 

In considering the Engineering function, we must keep in 
mind that we are now talking of creative engineering. That is, 
the engineering which is responsible for the product being man- 
ufactured as contrasted with any other type of engineering such 
as plant engineering which would obviously come under the con- 
trol of the Manufacturing Department. 

The engineering which we are now discussing may report to 
three separate and distinct heads, namely, to the chief executive, 
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to the Manufacturing Department, or to the Sales Department. 
If the engineering is in the line of designing, such as in textiles, 
women’s garments, or anything of that sort, we may find many 
arguments for having such designing or engineering reporting 
directly to the Sales Department. Particularly in those businesses 
where the designing is hooked up very closely with style require- 
ments in the field, and where the designs produced have very 
little bearing on the Manufacturing Department from the stand- 
point of cost of production, we may logically place the engineer- 
ing or designing as a function to be included with the function 
of selling. 

As quite a different proposition, we may take the engineering 
as we find it in an automobile plant, where the design of the 
automobile is the result of long and arduous research, and where 
the strength, beauty, and efficiency of the machine are the con- 
trolling factors. Here it would be most logical to place the engi- 
neering in the position of reporting directly to the executive 
management. This is particularly true on account of the fact that 
there not only must be consideration paid to the design and effi- 
ciency of the machine, but it also must be designed with due re- 
gard to the cost of manufacturing and as to the profit margin 
involved. It has been the custom in a great many businesses in 
the past to have the Engineering Department a companion depart- 
ment to the Manufacturing — that is, under one head. This was 
and is at present, where existing, largely the result of the con- 
ception that the product manufactured by its very nature must 
be designed with major consideration for Manufacturing con- 
venience. This is somewhat a relic of older days, however, where 
cooperation and consideration by one department for another was 
not so highly developed as it is at present. 

While there are many instances in existence today in machine 
manufacturing and other companies of like nature where the 
Engineering and Manufacturing are hooked up under one head, 
the prevailing tendency, well backed up by good arguments, is 
to separate these functions, whereby the Engineering will report 
to the executive management. 

Perhaps a good example of where the Engineering or creating 
function of the business is hooked up very closely with the Manu- 
facturing is in the chemical business. In this kind of business 
there still remain many arguments as to why the Manufacturing 
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is still regarded as inseparable from the Chemical Engineering. 
But here again it depends largely on the nature of the products 
being manufactured, and in many companies it has been found 
of advantage to require definite specifications of processes from 
the Chemical Engineering Department, whereby straight manu- 
facturing methods may be employed in the production of the 
goods. Here we find more or less of a clash between the liability 
of highly temperamental chemical engineers and the more stoical 
and plodding type of manufacturing minds. On the other hand, 
however, if the nature of the chemicals being manufactured are 
such that there must be a constant supervision of men who know 
how to act quickly in an emergency, it would be found' very diffi- 
cult to separate the Engineering from the Manufacturing. 

This function could be discussed without limit, and it is hoped 
that enough has been brought out in respect to it to indicate the 
great necessity for careful analysis before attempting to locate 
the Engineering function on the organization chart. 

Purchasing 

The Purchasing function also lends itself to many differences 
of opinion as to its location in the organization structure, although 
in most companies it is now a function reporting directly to the 
executive management. There are, however, many cases in differ- 
ent kinds of businesses where there may be an argument con- 
cerning the location of the Purchasing function. For instance, 
let us conceive of a business where the raw materials may consist 
of about three or four items which are used in very large quan- 
tities, subject to great fluctuations in price, and where very grave 
responsibility rests upon those who make the decisions as to con- 
tracting for the material. These contracts may be for long terms, 
for short terms, or the material may not be contracted for at all, 
but secured currently in the open market. 

In the writer’s experience, in almost all companies where the 
raw materials are largely concentrated in a few items as des- 
cribed above, the chief responsibility for the purchasing of these 
materials is assumed by the executive management, and in all 
such cases this reduces the purchasing function to a very con- 
siderable extent to the purchasing of materials which are more 
along the line of current supplies for everyday wants. 
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Where the purchasing consists mostly of the purchasing of 
current requirements largely of a supply nature, there are many 
arguments for placing such a Purchasing Department under the 
jurisdiction of the head of the Manufacturing Department. As we 
conduct our cost statistics today, the Manufacturing Department 
must answer for the cost of production, and in many cases the 
demand is made that as the cost of supplies is something for 
which they must answer, they should have control of the purchase 
of these supplies. 

Another very moot question in respect to purchasing is in 
connection with the purchasing of machine tools and all pieces 
of equipment, large or small. In many companies the form, at 
least, of having all equipment purchased by the Purchasing De- 
partment is carried out. Actually, however, it is more often true 
that a long time before the request for purchase has ever reached 
the Purchasing Department, the Engineering or the Manufac- 
turing Department has already decided exactly what is to be pur- 
chased. Admittedly, from a price standpoint, this has many dis- 
advantages. It is unfortunately a fact that few engineers and 
few men in manufacturing departments have the ability to keep 
prospective sellers of equipment in the dark as to what is going 
to be done, thereby permitting any trading at all whereby prices 
may be reduced. It is unfortunately more often a fact that it 
leaks out whose equipment is preferred, and the salesman offer- 
ing this equipment usually is quick enough to be sure that his 
prices are pretty closely in line with the advantage which he holds 
in whatever he is offering. 

Therefore, the Purchasing function is one which requires a 
tremendous amount of analysis as, while it may be conceded that 
the Purchasing Department is perfectly capable of trading to 
advantage whenever they get the opportunity, it is also to be 
conceded that in the realm of equipment purchases they are often 
precluded from using their trading abilities. Therefore, shall the 
purchasing of equipment be carried out by the Purchasing De- 
partment, or shall it be carried out by the Engineering or Manu- 
facturing Department, as the case may be? Furthermore, in busi- 
nesses where the main raw materials are largely subject to the 
jurisdiction of the Executive Department, shall the Purchasing 
as such still report to the Executive Department, or shall it report 
to the Manufacturing Department? 
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Of course, in many other businesses the Purchasing Depart- 
ment is more of a real factor in the buying of raw materials, and 
in such cases should report unquestionably to the Executive De- 
partment. I have seen one case where the Purchasing Department 
reported to what was known as the Merchandising Department. 
In this particular instance, the manufacturing facilities of the 
company provided only about ten per cent of the amount of goods 
sold, the other ninety per cent being purchased from the outside. 
This organization was set up with a Merchandising Department 
which had jurisdiction over the Purchasing, the Traffic, and the 
Se lli ng. This case, however, is quite exceptional and probably 
would be found rarely in any other companies. 

Another very moot subject in connection with the Purchasing 
Department is whether or not it should have jurisdiction of store- 
rooms and warehouse stocks. The argument is often advanced that 
the Purchasing Department should be responsible for all supplies 
of goods up to the time they are drawn out for actual processing 
by the Manufacturing Department. Perhaps this argument may 
hold in some companies, particularly in respect to the supplies 
of heavy bulky materials. But in my experience, with the excep- 
tion of the Purchasing Department being responsible for materi- 
als up to the point of receipt in the plant, the jurisdiction of 
storerooms, supply rooms, and everything of that sort has no place 
in the Purchasing Department. All such storerooms and ware- 
houses within a plant are too intimately associated with the con- 
duct of the plant to permit of dual responsibility. Furthermore, 
the many intricate details connected with the conduct of store- 
rooms is something which simply diverts the minds in the Pur- 
chasing Department from the problem of buying the best materi- 
als at the lowest possible prices and directs these thoughts to a 
lot of picayune and peanut-stand problems as to how they will 
store and issue material — a purely plant function. 

The point which I wish to make clear is that a Purchasing 
Department is not always a Purchasing Department as such. It 
may be a full fledged Purchasing Department or it may be simply 
a supplies Purchasing Department, and in every business the 
real truth as to the standing of the department must be estab- 
lished, as a result of which it should be perfectly clear as to 
where to place the department on the organization chart. 
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Traffic Department 

Another department which is of the Dr. Jekyl and Mr. Hyde 
type is the Traffic Department. This department may report to 
the executive management, to the Manufacturing Department, 
to the Sales Department, or to the Purchasing Department, all 
dependent on the nature of the business and the circumstances 
existing in each particular case. 

In a che mi cal business with which I was at one time involved, 
they used to say that the raw material was brought in in carloads 
and the finished products shipped out in buckets, and this was 
just about what happened. Translating this into organization 
reasoning, it is quite obvious that the connection of the Traffic 
Department with the Sales Department was very limited, and that 
it became a question as to whether or not it should be part of 
the Purchasing function or of the Manufacturing function. The 
argument for its being part of the Purchasing function was that 
of fixing the responsibility of bringing the carloads of material 
into the plant at the time they were needed, the responsibility of 
the Purchasing Department reaching to the gate of the plant. 

On the other hand, many manufacturing departments prefer 
to hold the scheduling of their shipments in their own hands, 
wishing the responsibility of telegraphing their own dates of ship- 
ment and accepting the responsibility of the flow of raw material 
into the plant. Here again it is a matter of analysis to see which 
is the best method, but probably in any plant of this sort the 
choice of placing the Traffic Department on the organization chart 
would lie between the Purchasing Department and the Manufac- 
turing Department. 

The opposite extreme may be found in another company with 
which I have been intimately connected, where the Traffic Depart- 
ment works very closely with the Sales Department, not only in 
the deliveries of materials, but also in the relationships with their 
customers. This particular company manufactures a great deal of 
material for railroads, and the tonnage of freights hauled over 
these railroads, both on raw materials incoming and finished 
materials outgoing, is very heavy. The allocation of these ton- 
nages to the various railroads is a very large factor to be con- 
sidered in the securing of business from the railroads. Therefore, 
in this particular case the Traffic Department may almost be 
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regarded as an adjunct of the Sales Department. Actually, how- 
ever, it probably is best in such an instance to have the Traffic 
Department report directly to the executive management, as there 
is the liability, should the Traffic Department be hooked up with 
the Sales Department, that not sufficient attention would be paid 
to the requirements of the Manufacturing Department routing in 
its raw material supplies. 

Here again, however, an exact picture of the services per- 
formed by the Traffic Department must be secured before the 
Department is finally placed on the organization chart. 

Manufacturing Department 

There is rarely ever any doubt as to the fact that the Manu- 
facturing Department should report directly to the chief execu- 
tive. 

There are commonly found within the Manufacturing Depart- 
ment itself, however, many functions which present problems in 
respect to their placement on the organization chart, both as to 
whether or not they belong in the Manufacturing Department it- 
self, and as to whether or not they should be included with the 
Manufacturing Department at all. 

One of the principal functions of staff nature which is often 
found in the Manufacturing Department is that of the personnel 
work. As the real value of the Personnel function has developed 
from its original beginning usually connected with the supply 
and care for the working forces of the Manufacturing Department, 
the scope of the personnel work has been broadened to include 
in many cases not only a responsibility for all the working forces 
of the company, but also in connection with all problems of edu- 
cation, insurance, sensible welfare, and all other such human 
activities. 

Wherever personnel work in any company covers all depart- 
ments, it obviously belongs directly under the executive man- 
agement. Naturally, such a placement would involve service to 
the Manufacturing Department as well as all other departments 
in respect to the provision of labor and all other kinds of help, 
but the primary responsibility for all employment would center 
within the Personnel Department. 

Wherever it seems best to have the Personnel or Employment 



26 


SESSION I 


Department, or whatever it may be called, centered in the Manu- 
facturing Department, it should, in all cases, report to the highest 
official of this department, as in no cases has it been found 
beneficial to have it report to operating foremen. 

This particular function of personnel could, if this paper 
dealt only with organization problems, admit of a great deal of 
discussion and explanation. Personnel work, in the best meaning 
of the word, is an exceedingly valuable function in every business, 
large or small, today. Great and careful attention must be given 
to the human side of business, and it is but natural to centralize 
all such work in either an individual or a department capable of 
carrying it out with credit. 

The placement of the Personnel Department on the organiza- 
tion chart, therefore, while often found within the Manufacturing 
Depai'tment, should be considered very carefully, and if it should 
serve departments other than the Manufacturing, it most assuredly 
should report directly to the chief executive rather than to the 
executive in charge of Manufacturing. 

There are many details within the Manufacturing Department 
which, in a complete discussion of organization, would require 
a great deal of discussion, and within these details lies much of 
importance to the proper distribution of costs. But as it is a 
matter more of placement within the Manufacturing Department 
itself, it does not seem in order to cover all these details with 
any explicit discussion. 

In general, however, it should be remembered at this point 
that the ideal of the Controller’s function calls for his functional 
jurisdiction at least over all the accounting and record procedures 
carried out by the Manufacturing Department. If therefore, it 
seems best to have much record and clerical work performed 
directly under the jurisdiction of the Manufacturing Department, 
it should be organized and carried out with due regard to the 
control of how things are done by the Controller, and every en- 
deavor should be made by those in charge of these records and 
office procedures to reciprocate the cooperative attitude of an 
ideal Controller with an equally cooperative attitude of assisting 
in every possible way to make the record work most effective at 
the least cost. 

There are a number of points, however, which, while we will 
not go into them in great detail, might be mentioned in respect 
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to the more or less moot questions in a manufacturing organiza- 
tion. There are usually many questions in respect to whether or 
not the maintenance work should come under the jurisdiction of 
the productive center foremen and superintendents. Prom the 
standpoint of cost accounting, and for control purposes, a great 
deal of attention should be given to this point. There is much to 
be argued in favor of having the various productive centers carry 
more or less personnel occupied in maintenance work, particularly 
when there is included under maintenance work the “ stitch in 
time” preventative work which has proven to be so valuable in 
saving eventual maintenance costs. 

In considering the maintenance work, however, it is very 
necessary to analyze the exact conditions in each plant. By this 
is meant that wherever machinery and equipment is liable to 
abuse and excessive maintenance on account of careless operation, 
and where there are frequent breakdowns from such causes, it 
has often proven of advantage to have a limited maintenance crew 
right within the productive center. In large operations such as 
rolling mills, it has been found quite advantageous to have main- 
tenance men in constant attendance. 

On the other hand, however, where the nature of the business 
is such that breakdowns and repairs are not extensive, there are 
very powerful arguments to prove that the maintenance work 
may be concentrated more advantageously under a maintenance 
foreman, master mechanic, or whatever he may be called. 

Power, covering steam, electric, compressed air, and all other 
kinds, is another department which admits of considerable dis- 
cussion as to its location on the organization chart. Often we find 
power and maintenance combined. This is quite logical, but in 
many plants, particularly large ones, it has been found of great 
advantage to separate the functions. In altogether too many plants, 
power is looked on as a necessary evil and has not been organized 
on a basis whereby it may be treated almost as a producing de- 
partment. Management is often backward in buying a sufficient 
equipment of meters, not only for distributing the cost to the 
various operating departments, but in checking the operation of 
producing power, including electric, steam and compressed air. 
These commodities are expensive, and wherever the management 
has seen fit to purchase sufficient metering equipment to properly 
trace through consumption as well as the original production of 
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each commodity, large savings almost invariably have resulted. 

Therefore, the placing of the Power function on the organiza- 
tion chart is again something which should be given very great 
consideration, not only from the standpoint of executive control, 
but more from the standpoint of fixing a responsibility to reduce 
the costs of these services, and in almost every plant much can 
be done along these lines. 

It is difficult for me to cease discussing all the problems which 
enter into the setting up of a proper manufacturing organization. 
There are such things as the planning, dispatching, stores-keep- 
ing, time-keeping, plant engineering, tool rooms and tool cribs, 
trucking, (if such comes under the Manufacturing), yard activi- 
ties such as general labor gangs, switching, and all such, and even 
other functions of like nature, the proper organizing of which 
has a profound effect on the success of a manufacturing insti- 
tution. 

But it is only possible here to impress again the fact that 
each and every one of these functions must be reasoned out on 
its own merits, and in all cases should be placed where it may 
best serve and where it may best control. 

Sales Department 

In the present day of rigid competition, the distribution func- 
tion of every business has loomed up as one of the greatest prob- 
lems of business. For years almost every other function of the 
business has been put under very rigid controls, while the Sales 
Department has gone on in a more or less extravagant manner 
and often with a badly organized procedure. 

For purposes of discussion in this paper, we may regard the 
following distinct functions of a large Sales Department: 

Publicity: Including all advertising — local and national — 
whereby the products of the business are kept before 
the public. 

Sales Production: This function is that which assists in 
all ways along the lines of studying and creating mar- 
kets, setting up new avenues for the disposal of prod- 
ucts, devising new methods for selling products, and all 
such staff functions to the line selling forces. 
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Statistical: While much of the Sales statistical work may 
be done by the Controller's Department, there is always 
a lot of special Sales statistical work which must be done 
within the Sales Department itself. This division would 
concern itself very particularly with sales quotas, and 
all such. 

Warehousing ancl Stock Distribution: This function con- 
cerns itself with the keeping up of warehouse stocks, 
beginning with the home warehouse and the distribu- 
tion of stocks to various branch warehouses whereby 
service in the delivery of goods will be maintained to 
the best advantage and with the greatest inventory 
turnover. 

Field Sales: This function is the firing line of the Sales 
Department, and depending on the size of the com- 
pany, there are many very important problems in set- 
ting up this function, particularly in those companies 
which are large and require national distribution. 

In setting up the organization of a Sales Department— or 
Distribution Department, if it should be so called — it is again 
the same old question of analyzing the conditions and finding out 
just how the various divisions of the Sales Department should be 
set up and related to each other. 

It has been demonstrated many times that a man capable of 
dreaming out markets, new methods of selling, new applications of 
product, is often a long way from being fitted to conduct a field 
sales force. And so it is as between all the various functions of 
a sales department. High power salesmanship and steady business 
management are often difficult things to find in one individual. 
And yet, industry is full of so-called sales managers, and branch 
house sales managers particularly, who are really nothing but 
high powered salesmen and who are absolutely incapable by tem- 
perament of properly conducting a sales office as a branch man- 
ager. Therefore, the problems in respect to properly organizing a 
sales department, where so many business, clerical, financial and 
other matters have to be taken into consideration, are very intri- 
cate ones and call for a great deal of analytical thought. 

If, however, the goal is constantly before one of having each 
and every department or division logically set up and related to 



30 


SESSION I 


other divisions, it will become a comparatively easy job to out- 
line how an organization should be set up. 

Summary 

It is very necessary to cease such detailed discussion of the 
problems within an organization from the standpoint of setting 
it up, as such a discussion could go on without limit. The problems 
in doping out a satisfactory organization procedure are many, even 
though they are not in themselves very difficult. The greatest 
requirement in an analysis of the problems in connection with 
an organization procedure is that of a clear head and an analy- 
tical mind whereby there may be worked out a plan where re- 
sponsibilities may be definitely fixed, and where, after such re- 
sponsibilities are outlined, there may be found the right personnel 
to fill the various jobs. 

In simply setting up a proper organization plan alone, any 
business has gained a great deal, as its effectiveness is almost 
instantly increased in all cases where responsibilities and definite 
duties have been in a condition of obscurity. 

But, you say, what has all this to do in a Convention of the 
National Association of Cost Accountants? Well, if all you want 
to do is to keep records irrespective of anyone to benefit from 
them, irrespective of anyone being responsible for bettering the 
results which your records show, and irrespective of whether the 
records reflect an actual combination which is susceptible to con- 
tinual betterment, probably all this means nothing. 

But if the records of an industrial institution are to mean 
anything at all, they must reflect a given responsibility and a 
given function. Records must be a live and useful instrument 
in the hands of management, and if management succeeds in 
its function of coordinating, bettering, and getting the most out 
of every function of its business, it must have records which give 
a measurement of how each one of these functions is progressing. 

Therefore, if any method of accounting whatever is to reach 
its greatest value, it must be fitted to a distinct responsibility 
whereby it not only provides for the one responsible for some 
particular function the means whereby he may know what he is 
doing, but also how he may better his results. 

But just knowing what is going on is now the least part 
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of the whole problem. After each responsibility is fixed throughout 
the entire organization, the first natural move is to create records 
to give the advantages just mentioned above. The next logical 
move, along lines of modern management, is to set up within 
each one of these records a budget of how well each one of these 
functions should perform. This, then, brings us to the important 
step of setting standards, and most certainly it is far from pos- 
sible to set standards until we have the organized functions and 
the records within which to set the standards, and after the 
standards have been set to see whether or not the business is op- 
erating, at worse, or better than standard. This step alone, there- 
fore, namely, that of setting standards, is in itself a value to 
the business which, in many cases, has amounted to most remark- 
able savings in cost. And when any methods whatever are tuned 
up to where savings may be made coincidentally with the setting 
up of standards, we indeed have something well worth while. 

But we are not through with just setting standards, as the 
next move, and one of the most important — if not the most im- 
portant — is that of setting up incentive methods whereby those 
who beat the standards and thereby save a lot of money for the 
company may benefit automatically by receiving a part of these 
savings in extra remuneration. 

It is when we arrive at the point of setting up incentive plans 
that we reach the fullest realization of the tremendous value of 
having an organization set up on logical lines with clean-cut re- 
sponsibilities and a distinct understanding of them. It certainly 
is obvious to everyone that no incentive schemes can be set up by 
departments without there having been provided a distinct align- 
ment of such departments from an organization standpoint, fol- 
lowed up by properly equipped records, strengthened with ade- 
quate standards, and finally rounded out with a most powerful 
management adjunct in the form of extra remuneration when the 
standards have been beaten. 

It is often rightly said that profits are made in far greater 
percentage when a man is operating a business which he owns 
and to which he gives unlimi ted and undivided attention. It is 
probably true that the great majority of our businesses in years 
gone by were built up in just that manner. It is perfectly logical 
that such should be the case, and it is perfectly logical at all 
times that wherever an individual is vitally interested — and this 
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usually means financially — in anything he is doing, he gives the 
business far greater attention with far better results. 

Furthermore, whenever anyone is given even proper records, 
he takes a greater interest in whatever he is responsible for. Add 
to this the sporting feature of setting a standard to meet or beat, 
and work begins to come nearer to a game than the usual hum- 
drum procedure so often the rule in our everyday work. 

But now, add to this in each and every department of the 
business, and in every territory of your Sales Department, a 
financial interest through a division of the savings made by beat- 
ing standards, and you will find that you have created a condi- 
tion which is largely of the character of the little businesses of 
the past where the whole life of an individual as well as his 
fortune was tied up in his business. 

Take, if you will, one of the lowliest departments of a business 
where there may be but eight or ten men with a low grade 
foreman. Let us say that he is just cleaning castings when they 
come in from an outside foundry. Give this low grade foreman full 
responsibility for his men, give him a record of how much it is 
costing bim to clean up these castings, set a standard for him 
to beat and give him a percentage of what he saves over the 
standards which you have set, and in nine hundred and ninety- 
nine eases out of a thousand you will see these eastings go through 
this department at a higher rate of speed or with fewer men 
than you ever dreamed possible. And so it will apply through 
every department of the business. In the Sales Department, a 
certain city territory will be reflected in the records with its own 
accounts, quotas will be set on the basis of past experience and 
expected business conditions, a budget of expenses will be set up 
to sell this amount of goods, and an incentive plan will be set 
up whereby a saving over the budget and through an increase in 
sales will be distributed in an equitable manner to those who 
are responsible for the better results in this district. Can anyone 
conceive of a more powerful instrument in the hands of manage- 
ment and for the men themselves than such a combination? 

It will be noted in the comments made on incentive methods 
that mention has been made only of dividing savings which are 
made in connection with the standards of performance set up. 
Many failures have been recorded in so-called profit sharing plans. 
The main reason for this has been that there are but comparatively 
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few in any company who should be on a straight profit sharing 
scheme. The great majority of the key men of a company should 
be tied up to the results in their own departments without any 
reference to whether the company makes money or not. In the 
case of the little department just described where castings are 
cleaned, it certainly means nothing to that individual whether 
the company makes money or not if he cleans castings at a less 
cost than a perfectly acceptable standard set up to regulate his 
performance. 

This same argument applies to any department whatever in 
the business, both in the producing and selling ends as well as 
in the general staff departments. In a little simple case such as 
the payroll department, a ratio must be set up as to how many 
people are allowed to a certain number of employees working. 
This may be reduced to dollars and cents, and if the payroll 
work is accomplished at a less cost to the ratio which has been 
set up as a standard, a division of this saving means far more 
to those who are in charge of the department than a division of 
a very intangible profit or no division at all if a loss is made 
in the business as a whole. 

A branch sales office, operating a little business by itself will 
do its utmost in its own territory, and it is immaterial to them 
whether or not other sales offices meet their quotas, beat their 
budgeted expenses or not. Their interest is tied up in their own 
kingdom, and they should be rewarded on their own results if 
they succeed in beating the standards. 

With the chief executives of the business, however, and the 
executive head of each of the main departments, we find a different 
condition. Here, these men should stand or fall on the profits 
of the business as a whole as it is their duty to so coordinate their 
efforts through the general management, that the business as a 
whole operates in a profitable manner. 

Therefore, it is of utmost importance to everyone concerned 
with the accounting function of a business — which function is 
nowadays so often broadened into the realm of setting standards 
from which it is but a step to collaborating with the setting up 
of incentive methods — to have, first of all, a properly organized 
procedure, specifically designated departments, with responsibili- 
ties for each of these departments fixed on certain individuals, 
whereby a scheme of records may be set up and where every 
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dollar spent in record procedure will return its weight in gold 
rather than be a dead expense to the business as has been and is at 
present so often the case. It should be quite obvious, therefore, 
that in organizing a business for profit, the first step is that of 
the organization itself, as none of the other steps may be carried 
out with any degree of success without such definite organization 
procedure. 

"What can you men involved with the accounting function of 
a business do about it? That is a perfectly logical question, but 
it is a question which is easily answered in Yankee fashion by 
asking another question, namely, what can you do to set up records 
which mean something unless you do understand organization 
procedure? But, you say, supposing I do understand it and my 
management will not organize the business properly? Well, lots 
of managements will say that, but if each one of you under any 
such circumstances would make a careful study of your business 
along these lines and everlastingly peg away at the idea of properly 
organizing the business, fixing responsibilities where they belong, 
and thereby give you the opportunity to set up records which 
mean something, where standards can be set and where incentives 
may be applied, it seems absolutely beyond conception that any 
management in these enlightened days could stand any such pres- 
sure very long. 

And again, perhaps your management does not understand 
the great advantage in completing the cycle with which this paper 
and the subsequent papers to be given during this Convention 
deal. No one of the four main steps of organizing, setting up 
proper records, setting standards, and setting up incentive methods 
will accomplish anywhere near as much alone as all four steps 
combined. Proper incentives, based on savings never can be set 
up, of course, unless you have a proper organization with fixed 
responsibilities. The setting of standards will be seriously handi- 
capped, to say the least, if not also impossible, unless you have 
proper responsibilities and departmentalization. And while you 
may have a certain species of records, most certainly no records 
of operations can hope to be of greatest value unless they actually 
reflect a real and fixed responsibility. 

Again, therefore, it may be stated that whether or not you 
have ever given any thought to the organization itself, or whether 
you think you may never have any influence with your manage- 
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ment in this respect, most certainly you yourselves, every one of 
you, can never expect or hope to reach any great pinnacle of 
success unless you very earnestly study and learn everything which 
has to do with the proper management of a business, organized 
to make a profit. 

Again referring to the saying, “A cast-iron contract makes 
good friends”. The friendship comes in knowing the contract 
can’t be broken. Each party to the contract knows what he is 
doing, what he can do, and how far he can go, and how far the 
other party to the contract can go. So it is with organizations. 
When people know what their job is and when they know what 
the other fellow’s job is, when that has been figured out on a 
logical basis, that word, psychology, applies all the way through. 
You want those duties known for the psychological effect on the 
other fellow. 

Don’t misunderstand me. I don’t mean that cooperation is 
all that is necessary. With all of these things you have to have 
a spirit of management, a spirit back of all this to lead and co- 
ordinate. There can be the finest gentleman in the president’s 
chair but if the men are running wild, if they don’t know where 
they are going, they are like a lot of sheep, running under the 
fence here and there. 

Get the organization; then fit your records to that. In the 
analyzing of the organization the queer part is that all of the 
rest of these steps become so easy. They become so apparent, 
and by building that foundation you are building a foundation 
by which all those other mechanisms properly founded and prop- 
erly coordinated mean an enormous amount to the business. 

PRESIDENT SWEETSER : The National Association of 
Cost Accountants has never been known to be a cheap organiza- 
tion. It is well financed and well organized. I made a quick cal- 
culation and figured that, at current rates for advice, we were 
preparing something like a half million dollars worth of advice 
for you in this Convention. I suppose there are three hundred 
concerns represented here. You can figure it out yourselves. I 
believe every man here ought to take advantage of an opportunity 
like this. I requested you not to go around after the meeting and 
talk to the speakers and question them. Mr. Jordan has his wife 
here and they want you to enjoy the Convention, and the other 
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speakers have many things they want to do. They are entitled to 
have a good time just as well as you are. Ask your questions, make 
your statements, disagree with the speaker, if you like, get up 
a general fight — do anything you want to, but do it right here. 
We want you to come forth with your questions. I know that 
Mr. Jordan will be glad to answer them. 

J. J. NOLL (Office Manager, W. Bentley Company, Incor- 
porated, Niagara Falls, New York) : I wonder if Chairman Jor- 
dan would tell us the important difference between the Ford 
organization and that of General Motors. I thought it would give 
frrm an opportunity to illustrate some of his points. I want to 
know to a further extent the difference between functional or- 
ganization and one-man organization, and I thought by taking 
those two organizations, Mr. Jordan could illustrate that better. 

MB. JOBDAN: As a matter of fact, from what I know of 
those two organizations, that is, the Ford Company and the Gen- 
eral Motors, the one-man organization part of it, in so far as 
the Ford Company is concerned is Ford. When you get down into 
the organization, the two are not so far apart from a good many 
angles. 

In the Ford plant the principle is that you have a man 
receiving a high day rate, and his principal job is to screw on 
about two nuts, the thing being to screw them on fast enough 
as the machine goes by — you have to do it quickly. This is an 
incentive scheme, the incentive being that if you don’t screw on 
those two nuts fast enough, you’re out of a job. Other companies 
have used the same scheme in certain departments. 

As to the General Motors organization vs . Ford, it is a very 
difficult question to answer as to the real differences, and I don’t 
believe any human being can answer it. Ford set up a volume 
production through men that he paid handsomely, whereby the 
very volume and speed with which things went through and by 
that very method of paying high day rates, and pushed into doing 
that work by the methods figured out by engineers, and which was 
originally the only one of its kind, he created a compulsory in- 
centive . 

In the General Motors organization, which came along later, 
they had an entirely different start. They had to catch up with 
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Ford. They had their manager’s corporation. Those men have all 
been made wealthy men. There is a wonderful spirit throughout 
the organization. Probably the success of the General Motors has 
come about more through the building up on an irresistible spirit 
of thrift, cooperation and super-accomplishment, through the use 
of schemes of profit sharing, where everyone produced as a result 
of psychological impulse rather than from the force of do this 
or get out . 

I am not pretending to answer that question. You have asked 
a question about an enormous proposition. 

MR. NOLL : Does this compulsory system displace the stand- 
ard costs? 

MR. J ORD AN : There is a thing that has given a great deal 
of trouble, where they haven’t the money. In the majority of 
plants where you haven’t that enormous volume going through, 
you have to come to the psychology of the incentive for the 
individual to put it through, rather than pressure — it must be 
psychology pressure rather than speed. It is the difference be- 
tween force and voluntary action of psychology. 

H. E. SONES ( Cost Accountant , Lycoming Manufacturing 
Company, Williamsport, Pennsylvania) : Assuming that you have 
a well organized company, is it advisable to follow through with 
standard instructions covering procedure under general condi- 
tions ? 

MR. JORDAN: I have often described in my experience an 
organization chart and manual as the “what” is covered, the 
“what” is to be done, and that is as far as an organization 
chart and manual should go. A purchasing department buys and 
supplies goods, but as to “how” is a matter of standard practice. 
Be sure to confine your manual of organization to the “what” 
of the thing it covers. But most assuredly there should be the 
following through with the standard practice of “how” to carry 
on. 


G. A. ROTHRATJFF (Auditor, Macbeth Evans Glass Co., 
Charleroi, Pennsylvania) : Mr. Jordan made the statement that 
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before you could proceed with standard costs you have to get 
your organization lined up. In a great many organizations there 
are “ Jims ’ 5 and “Bills” and “Sams” who are permanent fix- 
tures and for many reasons can’t be dislodged at once. Don’t you 
think some standards can be set up that will bring out facts to 
hurry along the definition of functions and the set up of the 
organization? In other words, can’t we have standards set up 
without having the organization set up first f 

MR. JORDAN: In the many years in the history of indus- 
trial engineering it overlooked a bet and that was that it con- 
fined its work to direct labor organization. I still maintain that 
when it comes down to what in many businesses nowadays is the 
greater expense, the burdens, departmental expense, the break 
down of those and the part of the cost of the business which usually 
breaks it, I don’t believe that until you fix responsibilities you 
can very effectively fix or set standard of expenses. 

GEORGE H. FRIESEL ( Treasurer , U. E . & F. Company , 
Pittsburgh , Pennsylvania ) : Following up Mr. Rothrauff ’s ques- 
tion; if it is not possible to have these “Sams” and “Bills” 
each made responsible for certain functions and expenses why 
can we not enter through the back door, as it were, by setting 
up standards regardless of this condition? When figures reflecting 
actual accomplishment are shown against these standards and 
the “Sams” and “Bills” start* shifting from one to another the 
responsibility for discrepancies, the “Big Boss” will see for him- 
self that nothing can be accomplished until some one person 
is made responsible for each function or expense. If the “Big 
Boss” is a big boss in more than name only, he will then see that 
a proper organization is set up. 

MR. JORDAN: I think that may be possible. I think that 
possible if you can get a fair distribution of the overhead and 
without the responsibilities definitely fixed — and as I get Mr. 
Friesel’s point, that once these indirect statements and budgets 
are set and they don’t come through, the post-mortems of getting 
these individuals up “on the carpet” and finding out who is re- 
sponsible for it any way will bring out the deficiencies. I wouldn’t 
doubt but what that might work in some or many cases. 
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PRESIDENT SWEETSER: If you can't be a controller, 
act like one. 

C. H. TOWNS ( Partner , Loomis, Suffern and Fernald, New 
York City) : These last two questions have been asked apparently 
by men who are looking for an entering wedge which the ac- 
countant may use in opening up the way toward change to the 
right form of organization. 

I would like to ask Mr. Jordan, if he is willing to answer the 
question put in a little different way, as to what other opening 
wedges an accountant may use which will be helpful in showing 
the people at the top of the business that a proper organization 
should be set up. 

MR. JORDAJST: That is a good deal like “how many gallons 
do you use in your car?", without giving me some idea of the 
make of the car, and so forth. That comes up to what I was trying 
to say a moment ago, that it all depends on your own personality 
and your own individuality and your own resourcefulness. 

I would say if you could get some explicit cases of where 
money has been lost, some explicit cases of where there have been 
high costs, explicit cases of where slips have taken place, where you 
can show it in dollars and cents — that would help. I tell 
you today every movement in industry can't be overlooked; if 
you will put up something with a dollars and cents value, if you 
will locate or can locate a number of these slips whereby you 
can put up dollars and cents, where such and such a thing has 
happened, that's the thing to do. First of all, you have to study 
your business. The great troubles with most controllers and men 
in charge of costs is that they are figure mechanics too much and 
don't understand the business itself. First of all learn your own 
business and know what everything means. If you can't express 
it in dollars and cents — develop through your chapters, develop 
getting up an argument and arguing things out, develop your own 
report writing ability, develop your own arguments, keep cool and 
don't get angry. Get down to brass tacks and put up a reason. 
You see it comes right back to the individual every time? 

N. J. BOWNE, (Cost Accountant, The DeLaval Separator 
Company, Poughkeepsie , New York) : Under what department 
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does Mr. Jordan believe a department which sets up standards for 
the performance of mechanical or direct labor should come? 

MR. JORDAN: Under the manufacturing department, I 
would say, without any question whatever. As you go on further 
through this convention and the mechanisms we are going to 
discuss you will see that the principal key men of the manufac- 
turing organization are tied up with an incentive method based 
on budgeted cost, hooked up with the product as closely as possible, 
and the setting of labor standards within a man’s particular de- 
partment becomes a mechanism whereby he may cut down the 
costs in his department. Furthermore, theoretically and actually 
a manufacturing department is a technical job. The manufac- 
turing operations are technical. It is a job which primarily is a 
manufacturing function, so, therefore, the setting up of the actual 
methods of doing that work is something which should come under 
that department. That is part and parcel, in my humble opinion, 
of the manufacturing department, and if any one else tries to 
tell a manufacturing superintendent how to make his goods, how 
long he should take doing it, which is a part of his job, that 
person is removing from him the responsibility which must be 
placed distinctly upon him, and in so doing he will be relieved 
of that responsibility. 

HOWARD C. ZOOK, (Cost Accountant , Wooster Brush Com- 
pany , Wooster , Ohio ) : Who in an organization should have func- 
tional jurisdiction over the cost department? 

MR. JORDAN: In answer to that question, I would say it 
all depends on the size of the company. That must be reasoned 
out. In a large company where the cost departments are around 
in the manufacturing departments, for the best psychological effect 
and if there is a controller, who is onto his job as controller, a 
man who knows his job and is a true type, it should be under 
the functional jurisdiction of the controller. 

In any event the accounting methods as they are tuned in 
for accounting controls must be under the functional jurisdiction of 
the head in charge of accounting. But when it comes right down to 
the exact methods, if a controller has made it his business to 
know manufacturing as he should — and if I could only say con- 
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troller and feel certain yon all agree and know what a controller 
onght to be — I conld say, without hesitation, it should be under 
his jurisdiction. If a controller is nothing but a chief bookkeeper, 
then I’ll say it had better be under the jurisdiction of the office 
boy — I guess you get the point. 

Here’s another question. 

G. A. MOE ( Cost Accountant , Office of the City Comptroller , 
Minneapolis , Minn.) : In municipal procedure of cost accounting, 
is it proper to allow the Director of Public Works to keep the 
cost records and compile cost statements? 

Also, should the cost accountant of a city be under the super- 
vision of the City Controller or the Director of Public Works? 

MR. JORDAN: In answering that I would say it would seem 
quite possible, although I admit I don’t know much about muni- 
cipal work — and there again we have an entirely different propo- 
sition — a controller is an elected man. He is elected because he 
has a lot of friends. It isn’t reasonable to suppose many of them 
are elected on their knowledge of what we are talking about to- 
day. But if there could be gotten into the city government some 
kind of a business regime, I would say the same rules should apply 
— that a controller should be a controller — in fact that he should 
know what is going on in the city. These departments are nothing 
more nor less than manufacturing departments. They are making 
gutters, streets, putting up lights, and everything of that sort, 
but when we go around the streets and see one man working at the 
speed of one hundred and twenty-fifth of one man per day, with 
four bosses over him, what’s the use of talking responsibility? 

G. A. WARE (Assistant Secretary, News Print Service Bureau, 
New York City) : Suppose we have a controller of the kind you 
are talking about and he is responsible for the facts, why should he, 
in his functional responsibility, report to the treasurer? Why 
shouldn’t he report directly to the boss? 

MR. JORDAN: I would say, under all circumstances, that 
the type of man we are talking about should report to the chief 
executive and not to the treasurer. I didn’t mean to convey that 
idea. The controller should report to the chief executive. 
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MR. WARE: May I suggest that in this chart he comes 
under the treasurer? 

MR. JORDAN: Take it off. I’ll tell you why that was 
there. This was done simply to dispose of those four men and it 
happened that Bill was billed that way and that the president 
wasn’t. I should have gone into greater detail there, but in the 
general conduct of the business, the controller should report to 
the chief executive. These charts were drawn four or five years 
ago. I cut them out and had them rephotographed. At that time 
it was a transposition of a bad condition to a better one. 

HUGH E. WALL (C. P . A ., Wall , Hardman and Lane , Day - 
ton, Ohio) : Mr. Jordan, in stating the fact that controllerships 
do not apply readily to municipal organization, I believe that 
as soon as the city manager form of government is adopted such 
an application can be made. 

EDWARD P. RUSH ( Public Accountant, Cincinnati, Ohio ) : 
In applying functional control in a national organization, I un- 
derstand Mr. Jordan does not advise the control of physical prop- 
erties, but functional control as to method only. I wonder if he 
would give us additional illustration as to how he secures full 
cooperation between the two responsibilities and avoids overlap- 
ping of ideas? 

MR. JORDAN: I apparently didn’t make it clear. I didn’t 
mention properties at all because it is assumed the properties are 
under the control of the branch managers anyway. The difference 
of opinion that comes is this. Here’s the purchasing department 
in a plant one thousand miles away. They have to get all kinds 
of small supplies and they have to get them quickly, but as they 
get up into those supplies where other plants also have volumes 
of the same materials, there you begin to get into central control. 
Who will confine the methods as to what extent they will pur- 
chase? They can be submitted where, combined with others, they 
will enter the contract stage — bought in the contract way — and 
each plant requisition from that. You have two, three, four, or 
five different kinds of reports and these reports can’t be coordin- 
ated into a combined profit and loss account, so it must be in the 
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hands of the controller’s department to say how the records shall 
be kept, but the actual keeping of those will be under the juris- 
diction of the branch manager. That is the physical jurisdiction 
I am talking about. 

ROBERT W. PEDEN ( Treasurer , Mueller Brass Company > 
Port Huron, Michigan) : In a jobbing business where deliveries 
are very important, should the correspondence and telephone con- 
tacts with customers clear through the sales organization or 
through the production department? Where should your schedule 
of the production department fit in the organization ? 

MR. JORDAN: There you go again into an analysis of an 
operation into a situation as it exists. There I’ll admit the per- 
sonality has to come into it more or less. Personally I believe, in 
so far as possible, with a management that preaches fair play, 
with a management that insists that the sales and the manufac- 
turing departments cooperate and coordinate their work with other 
departments, that the contact with the customer be confined to 
the contact department which is the sales department. But on 
the other hand, I know exacly what you are driving at, and there 
are so many sales departments — and it is a reflection on the gen- 
eral management — that, in order to keep a sale or make a sale 
will say, “We’ll ship your goods next week”, when they know 
good and well they can’t be shipped for a month. 

I say that is a matter of organization procedure, as to the 
management. Many times the cure for that must come through 
the management, if they have obstinate men in the sales depart- 
ment, by putting it into a disinterested service department which 
will serve alike truthfully and above board both the sales depart- 
ment and the manufacturing department. That is a good cure 
in many cases. 

As to the scheduling of production, that is primarily a manu- 
facturing operation. There again it comes right back to the 
management as to whether or not you have the proper spirit in 
the management, and whether the sales department will give 
true facts, and then the manufacturing department come through 
true blue to protect those facts where promises are given rea- 
sonably, where the manufacturing department is consulted for 
true facts. 
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The manufacturing department should operate and have in 
its hands all the mechanisms to manage the plant properly. You 
are starting in and disobeying psychology again when you have a 
plant where some one outside of the bailiwick of manufacturing 
is going to tell them what they will put on the machine next, no 
matter if they know it better than the manufacturer. You do 
the damage of making the man in charge of the manufacturing 
department pass the buck. Don’t you see how it is — somebody else 
is telling me how to run my shop. You have to get the true facts 
from the manufacturing department. The manufacturing depart- 
ment must tell the truth to the sales department, must have 
knowledge and close working with the sales department so they 
know they won’t have anything to manufacture if they don’t give 
service to the sales department. 

Then when that is done — human nature after all will level 
itself down — if each one is truthful and honest and doing his 
best. Therefore I would say the ideal way is to confine contacts 
with customers to the sales department, which is the contact 
department; and second, the scheduling should be in the hands 
of the manufacturing department — but they must work hand in 
hand. 

PRESIDENT SWEETSER: It is now almost twelve o’clock, 
and this session is declared adjourned. 
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PRESIDENT SWEETSER: We want yon all to get the 
idea of this convention being a coordinated activity. Each of the 
sessions has been planned to make up a complete whole and for 
that reason Mr. Jordan will be recognized at the beginning and 
close of each session for the purpose of carrying ns across this 
bridge of coordination and bringing the sessions together more 
in harmony than otherwise might be possible. 

MR. JORDAN: There isn’t so much to say at the beginning 
of this session on account of the fact that we tried to make it 
clear this morning of how we must have organization in order 
to have records, and we must have records to have standards, as 
a usual thing, and we must have standards to be able to pay 
incentives. Then we must have all these things from the stand- 
point of psychological effect to help out the management in mak- 
ing money. It does not take the place of management. 

This afternoon, this session is on the matter of fitting records 
in the manufacturing end of the business to the responsibilities 
which have been set in accordance with the talk this morning. 
We are going on the basis in this convention as if nothing existed. 
Somebody has some capital and builds or buys a plant and is 
going to start up a business, or we are going to revamp an old 
business. We, first of all, have to analyze the jobs. That was what 
we talked about this morning. 

Incidentally, although I admit that was what we asked you 
not to do, a point was brought up during the noon hour as to 
whether or not when an organization was planned out some ad- 
justments wouldn’t have to be made in connection with the per- 
sonnel, and whether or not an organization should be planned 
out without taking into consideration the personnel. That is a 
point that is worth bringing up. 
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An organization plan might better be figured out without any 
thought for personnel. Then after the scheme and plan is carried 
out you look through your personnel for the men who can best 
do those jobs. Sometimes you have to give way a little on the 
ideal you have picked out on account of the men you have. Other 
times an analysis will show you haven’t the men who will fit 
those jobs right and you have to do something else. That’s a 
good point. I should have spoken of it this morning. 

Now, we have gotten along to where we have analyzed our 
organization and we are ready to know what we are doing. This 
session this afternoon is on the manufacturing department work- 
ing from the standpoint, I hope, from what the organization needs 
in a line of knowledge to back them up in what they are doing 
so that the management can have a control, not from the stand- 
point of bringing people in and pounding on the desk, but from 
cooperative service control of helping those responsible men to 
do the best they can. 

The session is intended to bring out the records necessary 
from that standpoint. 

PRESIDENT SWEETSER: I think you all would have 
been interested had it been possible for you to be present at the 
meetings of the Board of Directors in planning out this conven- 
tion. We have remarkable talent in this association and we had 
to select men who could present these matters properly. 

This afternoon the session, “Setting up the Records to Fit 
the Manufacturing Organization”, is in charge of Mr. Horace G. 
Crockett of Scovell, Wellington and Company, New York City. 

CHAIRMAN CROCKETT: I wish you could have attended 
some of the sessions we had in trying to get this program organ- 
ized. You cannot do anything with a session of this kind unless 
there is organization, particularly with a subject of this kind. 
We have had a lot of hard work in just getting it organized, get- 
ting the right kind of speakers and men to prepare papers, and 
getting our ideas over to them so that these meetings would pre- 
sent a well-rounded picture. 

Mr. Jordan has told you of the kind of an organization 
necessary to operate a business efficiently and profitably. He has 
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told you that after organization, the nest thing to do is to 
decide what manufacturing records are necessary for the efficient 
control and operation of the business. By manufacturing records 
I mean all of the records necessary for the operation and control 
of all manufacturing departments and functions. 

We have a lot of manufacturing concerns in this country 
which, of course are a good many years old. They have just grown 
up and expanded and changed. We do not often have the oppor- 
tunity to start a business fresh and decide, from a purely the- 
oretical and scientific point of view, the kind of records we want. 
We are all hampered mentally 'and perhaps physically with 
existing records. Yet in the last few years — at least since I have 
been in professional work — I have seen many instances of entirely 
new organizations and new businesses set up where the usual 
plan is, 1 1 Let’s get the business going; well worry about the 
records later on. We’ll perhaps keep a pay roll; we’ll have a 
cash book and we will do the things that are essential.” We all 
know the turmoil that results from such a situation. 

I would like to stress the point that it is perfectly possible to 
analyze a situation thoroughly, knowing the kind of business 
you are going to go into, to set up the organization you are going 
to have, and then the kind of information you ought to have. 
While it is a little bit hard to do I don ’t see any reason why you 
can’t forget all the existing records you have in your plant today 
and think of the kind of information you ought to have. 

I have never seen a plant yet that hasn’t a lot of non-essential 
records that are not particularly useful or are not prepared in 
the best possible way. If you try to suggest that they be changed 
or put out, you get the answer, “It doesn’t cost much to get that; 
we have had it for years, why not continue it?” It is so hard 
to throw off the old and get something entirely new, yet isn’t 
that a sensible thing to do? Forget everything you have at the 
present time and decide from a scientific point of view, the kind 
of an organization you ought to have to control effectively your 
business, and the kind of information you ought to have. Obvi- 
ously, the nature of the business will help you determine that. 

In these conventions and in Chapter meetings generally, we 
have tried to get men as speakers who will tell us the method 
they follow in their particular business. An audience is more 
impressed when a man tells “how he does it”, and illustrates it. 
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On the other hand, the audience will say, “ That’s all right for 
your business, but it doesn’t fit mine”, because in all industries 
I have never seen two plants exactly alike in organization, physi- 
cal arrangements, or anything else. 

In selecting the men to present the papers to you this after- 
noon, I have chosen men who are putting into practice the things 
they are going to talk about and yet they will present them in 
such a way that unless you were told you wouldn’t know their 
individual business connections. So, in spite of the fact that they 
may not stress the point as to what kind of an industry they 
represent, please have in mind that what these men are telling 
you is something they are actually doing, and you ought to see 
that it is possible to apply that to your own business. 

In my opinion this whole subject of business records, not 
only manufacturing but all others, needs thorough study. There 
are so many which are of little or no value. I do not mean the 
really basic and essential data which are necessary in some form 
or other, but innu m erable auxiliary records kept to satisfy some- 
body’s hobby or because somebody might want the information 
some time. Unused records are not only costly but they create 
a rather unfortunate feeling in the minds of the clerks. They 
realize they are doing something that nobody pays much atten- 
tion to, and that is a bad spirit to get into your organization. 

There are going to be two papers this afternoon. There will 
be discussion, of course, as there always is, and these men are 
going to be ready to answer any questions you may ask. 

No matter what you are making, the success of your business 
depends almost entirely upon the organization, or rather upon 
the people who make up your organization; and yet I think if 
there is any one detail in manufacturing records that is neg- 
lected, it is proper records of labor itself. Therefore, I selected a 
man who has made a particular study of that particular problem 
in his plant, and it is my very great pleasure to introduce to 
you at the present time, Mr. William Baum, Industrial Engineer 
of the Real Silk Hosiery Mills, Inc., Indianapolis, Indiana. 
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ACCOUNTING FOR LABOR EFFICIENCY 
William Baum 

Industrial Engineer, Real Silk Hosiery Mills, Inc., Indianapolis, Indiana 

Economic Significance of Man-Power 

T HE subject of the Human Factor in Industry is not a new one. 

The operation of weekly manufacturing budgets tied in with 
a vigorous control of individual performance records presents a 
most important procedure which has greatly contributed to the 
profitable operation of many industrial enterprises. Manufacturing 
methods, equipment and materials are pretty well standardized 
under present-day competition, and accounting records pertain- 
ing thereto, have been thoroughly treated. It appears, however, 
that the accounting of the human effort has not been given the 
attention which it deserves. 

To realize fully the relative importance of the human effort 
in production, reference is made to the following table tabulation 
No. 1, which was published by W. Thomas in the March issue 
of the “American Economic Review”, 1928. It gives the growth of 
American manufacture since 1899, together with the output per 
operator. This tabulation, shown graphically in Figure 3 is based 
upon the Census, with an index of 100% for the year 1899. 

Tabulation No. i 

Growth of Manufactures by Census Years , 1899-1925 
Index Numbers 1899=100 



Quantity of 

No. of Persons 

Output 


Output 

Engaged 

per Worker 

1899 

100 

100 

100 

1904 

122 

117 

104 

1909 

159 

145 

110 

1914 

169 

156 

108 

1919 

214 

204 

104 

1921 

170 

158 

107 

1923 

261 

197 

132 

1925 

275 

187 

147 

1927 Estimated 

280-3 

182-6 

151-5 
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We witness an astounding increase in production, particularly 
since 1921, accompanied by an increasing output per worker from 
year to year. These tremendous changes in American industry 
are due largely to mass production, the mechanization of produc- 
tion, more efficient processes, routing of materials and products, 
avoidance or lessening of worker’s fatigue, modern wage-incentive 
plans and other causes. In all these development, man-power and 
human efforts are playing a part of major importance. 

In an article in the “American Economic Review” of March, 
1928, C. W. Cobb and P. H. Douglas made an attempt to deter- 
mine the relative influence of “labor” and “fixed investment” 
upon production. Their conclusions are that the labor factor has 
three times the effect of “fixed investment” upon production. 
Thus, the efficiency of the individual worker and the conservation 
of human effort are among the major factors which determine the 
success or failure of an organization. 

In this connection, it is of interest to state that, according to 
the United States Department of Commerce, 40-50% of all con- 
cerns making tax returns, show a deficit. This poor showing is 
not restricted to periods of business depression, but remains prac- 
tically constant from year to year. Many explanations are given 
for these conditions. Inefficiency is usually the main cause. Indus- 
trial establishments can exist only as long as they are able to 
manufacture and sell their products as well or better than their 
competitors. If an establishment shows wastes of equipment, ma- 
terial, energy and time the cost to the buying public increases, 
sales decline and deficits become unavoidable. Therefore, means 
must be provided for affecting a close check upon all activities of 
the organization through proper managerial control. 

Units of Measurement 

Waste due to labor is elusive. It occurs constantly without 
adequate knowledge on the part of the management. It causes 
loss in materials and loss in possible production due to labor 
turnover, absenteeism, tardiness and proper application of man 
power. To measure these losses, rational standards must be pro- 
vided. The use of cost figures which involve variable prices, do not 
assist in correct deductions of performance records. Although the 
ultimate gauge for measuring the efficiency of labor is found in the 
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cost of the finished product, allowances must be made for increases 
or decreases in wages and material prices. Therefore, it is pre- 
ferable to measure the consumption of material in terms of quan- 
tity and the use of man-power in terms of time. 

The wider use of time standards for expressing- the efficiency 
of manufacturing operations has received a new impetus through 
the recent publication of an exceedingly interesting and import- 
ant paper, presented by L. P. Alford and J. E. Hannum before 
the American Society of Mechanical Engineers. The authors es- 
tablished the time factors 1 * Kilo-Man Hours’ ’ as the common 
denominator for a group of management ratios and showed com- 
parisons of these ratios for different industries. These ratios are: 

Physical Volume of Product per KMH 

Number of Workers per KMH 

Fixed Capital Investment in Dollars per KMH 

Square feet of floor area per KMH 

Machinery Investment in Dollars per KMH 

Horsepower utilized per KMH 

Number of lost time accidents per KMH 


There is no question that the Man-Hour is the most convenient 
and best adaptable unit for measuring labor efficiency. Through 
modern time study, all production efforts are reduced to com- 
parable time units. In subsequent discussions, the efficiency of 
labor is defined as the relations which the sum-total of the hours 
allowed as standards bears to the sum-total of the hours actually 
employed. Thus, we have the formula: 


% Efficiency 


Standard Man-Hours 
Actual Man-Hours. 


It is apparent at once that the use of this formula permits the 
measurement of the average efficiency of an individual worker 
over an extended period, as well as of a single group or of 
several groups of individuals over any given period. Performance 
records based on Man-Hours without inclusion of unit prices 
have the advantage that all productive efforts are measured against 
a common standard and that they are readily obtainable in their 
original classification. 

Performance records are unreliable and misleading as a meas- 
ure of application unless their introduction is preceded by stand- 
ardized operating conditions. This standardization expresses itself 
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in continuous straight-line production; in the installation of the 
best machinery compatible with economy ; in the maintenance 
and overhauling of existing machines and their proper feed and 
speed; in reliable supply of power; in adequate lighting, heating 
and ventilation. When working conditions are standarized, it is 
possible to establish definitely what can be accomplished. The 
records of actual accomplishments as compared with the possible 
accomplishments will disclose deficiencies and indicate where ef- 
forts can be directed intelligently to secure the needed improve- 
ment. It is this continuous control of man-hour consumption which 
results ultimately in a high state of labor efficiency. 

Budgetary Control for Foremen 

It is a well established fact that Foremen can contribute 
greatly to a reduction in waste. In the past, the Foreman had 
to produce economies without guidance, without a knowledge 
of costs, without systematic records showing what he was expected 
to accomplish and what he actually accomplished. In progressive 
organizations, the Foreman is considered the Business Manager 
of his department, who is entitled to a full knowledge of account- 
ing records and is held responsible for the profitable operation 
of his department. As Business Manager, the Foreman not only 
must get his work done with maximum speed and quality, but 
he must be able to locate existing deficiencies and introduce con- 
structive improvements. Besides being able to handle his men 
and cooperate with other departments, he must have an intimate 
knowledge of the equipment and materials which are used in 
the operating processes in his department. The accomplishment 
of the desired results is greatly facilitated by the operation of 
budgets especially designed for the use of Foremen. 

It is useless and, in fact, a hindrance, to include in the Fore- 
man’s budget items over which he has no immediate control, as, 
Taxes, Insurance, Uncontrollable Salaries and Investments. On 
the other hand, his budget should include Direct Material, Direct 
Labor Time and Indirect Labor Time. 

Figure 4 specifies the type or style of the products which 
are to be manufactured during the week under consideration. 
This form also shows the estimated deliveries in quantities, the 
standard unit quantity and the total estimated quantities. Against 
these figures, records are given which permit comparisons be- 
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tween standard and actual accomplishments, resulting in either 
a gain or a loss per unit quantity. In analyzing these statements, 
the Foreman may trace large spoilage of material and avoidable 
waste. Whatever the conditions may be, he has at his command 
a compass which shows him where to improve conditions and 
save his company money. 

Figure 5 gives an example of a Direct Labor Gain or Loss 
Report. The estimated or budgeted unit man-hours are based on 
time studies. A comparison is made with the actual unit man- 
hours revealing either a gain or a loss. A study of the Direct 
Labor Budget may reveal that the right man was not placed on 
the right job. The Foreman may realize that he has not secured 
the cooperation of the worker. The training and instruction of 
new workers may be inefficient and faulty. Suitable wage-incentive 
plans may be lacking and a large number of men may be work- 
ing on day rates. Labor turnover may be excessive. At any rate, 
the Direct Labor Budget gives the Foreman all the data necessary 
to increase the individual productivity of the workers under his 
jurisdiction. 

While Direct Labor includes all time efforts applied to pro- 
duction, the Indirect Labor Budget deals with labor which cannot 
be allocated to the cost of a particular unit of product, such as 
that of sweepers, inspectors, instructors and clerks. In the interest 
of efficient operation, Indirect Labor should bear a definite ratio 
to the production. For this reason, Indirect Labor time is ex- 
pressed in per cent of Direct Labor time. 

In Figure 6 the estimated or standard Indirect Labor per- 
centage is compared with the actual percentage. This record is 
of great value to the Foreman in adjusting the indirect per- 
sonnel to the fluctuating volume of production. There is, of course, 
a limit beyond which the Foreman cannot go. Certain people 
must be kept on the payroll irrespective of the volume of pro- 
duction. But a careful analysis often will reveal the possibility 
of reducing the personnel which was thought to be indispensable. 

There is no intelligent Foreman who does not appreciate the 
great importance of keeping his overhead expenses down and 
there is no reason why the Foreman should not be supplied with 
a Manufacturing Expense Budget, showing him details of idle 
machines, accidents, power, light, heat, repairs, etc. Such analysis, 
however, would presuppose that the Foreman has a knowledge 
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of the usual intricate method used in the distribution of overhead 
expense. As a rule, he does not have this knowledge and in order 
not to confuse him, the Manufacturing Expense Budget is omitted 
in our discussion. 

Individual Performance Records 

Among the most important factory records are those which 
register the quantity and quality performance of each individual. 
It is impossible for the management to be directly in touch with 
the progress made by each worker, particularly in large organiza- 
tions employing thousands of workers. In view of the importance 
of placing labor efficiency on the highest possible level, means 
must be provided for affecting continuous control. 

The follow-up of progress made by new workers and beginners 
offers a fruitful field of saving money. In a highly skilled opera- 
tion in hosiery manufacturing, for instance, the cost of training 
a man is in the neighborhood of '$1,000.00. This cost includes 
the time of the foreman and the instructor spent on training, 
the cost of excessive wages paid, extra material, machine repairs 
and breakage, spoiled work and waste. An exhaustive investi- 
gation was made to determine what the progress should be of 
an average apprentice operating a machine, after he had received 
several months’ preliminary training. The result of this study, 
which was made over a period of a year, is shown in the fol- 
lowing tabulation: 

Standard Progress Schedule 

Months of 
Service on machine. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 
11 
12 


% Efficiency. 
80 
83 
86 

87 

88 
88 
89 

89 

90 
92 
95 

100 
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These results are shown graphically in Figure 7. The curve has 
the typical characteristics of beginners, already observed by Carle 
M. Bigelow. When the worker has reached about one-half of the 
training period, progress ceases for a while and then rises rapidly 
toward the end. Standard progress expresses the ratio of expected 
hours to actual hours, against which is plotted the actual progress 
of the beginner. This procedure permits a close check and avoids 
large expenditures for training in case beginners prove during the 
first few months that they are unsuited for the operation. 

Another performance record which is of equal importance 
pertains to the progress made in quality. In the particular op- 
eration in question, the production of each beginner is inspected 
carefully. The imperfections are classified in great detail and 
expressed in per cent of the output. A continuous record is kept 
of these percentages for each individual. If it is shown that a 
particular beginner is deficient in any particular detail of the 
work, he receives special attention and instruction. In this way, 
wrong habits are killed in their inception, the progress of the 
beginner is accelerated and men unsuited for the work are elim- 
inated at the very start. 

It is not sufficient, however, to keep individual performance 
records of beginners only. The efficiency of many experienced 
operators fluctuates from week to week. As long as these fluctua- 
tions are small, no further attention is required. However, when 
a large decrease in efficiency occurs, an immediate investigation 
is made. The loss in production or quality is either chargeable 
to the worker or the management. In either case, the facts are 
ascertained and followed through until the proper remedies are 
provided. 

Not long ago, the records of an experienced operator in ex- 
cellent standing showed a sudden decrease in efficiency. The fore- 
lady was unable to explain the matter and upon questioning the 
worker directly, she stated that she had not been feeling well, 
and complained of a pain in her side. The girl was taken to her 
doctor who performed an immediate operation for appendicitis 
to save her life. 'She recovered and is back on her job at her 
usual high efficiency. Three hours had elapsed between the dis- 
covery of her low performance and the operation ! In other cases 
it was found that poor eyesight, unhappy family conditions, per- 
sonal debts and worries were the cause of poor performance rec- 
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ords. Matters of tMs kind are referred to the Personnel Depart- 
ment for further action. In other cases, low productivity is caused 
by machine troubles, waiting for materials, defective materials, 
unbalanced wage conditions, lack of financial incentives, poor 
operating conditions and excessive fatigue. These matters are 
referred to the factory management, which provides the proper 
remedies. The control and follow-up of individual records, as per 
Figure 8, gives a wealth of information which could be obtained 
in no other way and leads to an impartial, fearless investigation of 
all the factors involved. 

In like manner, the efficiency of the entire department is 
recorded and compared with that of other departments without 
inclusion of wage rates. A true picture of the labor efficiency in 
this way is obtained in the entire plant. 

No performance record is complete without considering the 
factor of quality. Where inspection of the product or part of 
the product is provided, records are kept of the defects which 
are expressed in per cent of production. The quality percentages 
for each individual worker are shown together with the produc- 
tion efficiency records, as per Figure 9. 

The control of production and quality performances of in- 
dividual workers through accounting systems of this kind has 
been tried out in practice for a number of years. The results 
obtained are directly proportional to the energy and efforts put 
into this work. Standardized operating conditions are essential 
to its success. Moreover, wage incentive plans designed to meet 
the peculiar requirements of the operation and the workers are 
of the greatest assistance in reducing labor costs and wastes. The 
treatment of this important subject, however, is beyond the scope 
of this discussion. 

Organization for Controlling Labor Efficiency 

Accounting methods for controlling labor efficiency can be 
applied in most industrial enterprises. In larger organizations 
employing thousands of workers, the cost of doing this work is 
substantial. However, if individual performance records are pro- 
perly utilized, to affect economical expenditures of human en- 
ergies, these methods not only pay for themselves but become a 
source of greater profit. 



IgDIVIDlLAX EFFICIENCY RECORD 


64 


SESSION II 



Figure 


MANUFACTURING RECORDS 


65 


At the Real Silk Hosiery Mills, a staff of specialists reporting 
directly to the President and General Manager, are responsible for 
all manufacturing costs. Their work includes cost researches, im- 
provements in manufacturing and processing methods, standard- 
ization, time studies, wage incentive plans and all such activities 
which contribute to a reduction in manufacturing costs. Naturally, 
the task of controlling individual performance records is assigned 
to these specialists, in cooperation with the factory executives. 

In organizing for this work, the purpose must be to develop 
the inherent resources and capabilities of man-power beyond the 
average or normal degree of productivity. To accomplish this pur- 
pose, physical and mental loss of effort must be removed ; workers 
must be selected and trained to fit the job ; specialization, stand- 
ardization and positive control over all processes and operations 
must be secured and special rewards for superior accomplishment 
must be provided to stimulate man-power to the greatest degree 
of exertion consistent with health and happiness. The magnitude 
of the latent power which can be released in millions of workers 
cannot be estimated. It is the task of management to attempt this re- 
lease by centering the attention upon the human element, the 
individual person. As President Herbert Hoover has said: “If we 
are to secure increased production and an increased standard of liv- 
ing, we must awaken interest in creation in craftsmanship and 
contribution of this intelligence to management. We must surround 
employment with assurance of just division of production. We 
must enlist the interest and confidence of the employees in the 
business and in business processes. We have devoted ourselves for 
many years to the intense improvement of the machinery and 
the processes of production. We have neglected the broader hu- 
man development and satisfaction of the life of the employee that 
leads to greater ability, creative interest and cooperation in in- 
dustry. It is in stimulation of these values that we can lift our 
industry to its high state of productivity, that can place the hu- 
man factor upon the high plane of perfection reached by our 
mechanical processes”. 

CHAIRMAN CROCKETT: Let’s get to the discussion. 

T. B. DUNN (Auditor, Kansas City Structural Steel Com- 
pany, Kansas City, Missouri ) : I would like to ask if you can 



INDIVIDUAL EFFICIENCY AND QUALITY RECORDS 


66 


SESSION II 


hw'P'm 








O 

£ 


•w. 


a 


Pi & 


Production Efficiency 
Quality Efficiency in 




MANUFACTURING RECORDS 


67 


give me the cost per hundred men of such a department for 
keeping .those records? 

MR. BAUM: We have on our pay-roll from three thousand 
to thirty-five hundred workers. The department that handles the 
control of labor records consists of five persons and a stenographer. 

MR. DUNN: I would like to ask another question. Is that 
budget based on your past experience? Do you apply the budget 
to special jobs that go through your shop? Also how often do 
you change the budget, say, every week, every month, or by the 
year? 

MR. BAUM: The time units per year are based on time 
study. The standard material quantities are based on past ex- 
perience. The standards, to be at all effective, must be changed 
as often as is necessary to meet the changes in the organization, 
in styles and in processes. 

If we had time we might discuss in greater detail how the 
budget is prepared, but it is sufficient to say for this purpose 
that the budget is based on past experience and an estimate of 
future possibilities. 

JOHN BALCH (Batch, Funk and Company, Philadelphia, 
Pennsylvania) : Did I understand you to say that you keep this 
efficiency record on all employees or just those on productive work? 

MR. BAUM: On all direct producers, such as Knitters, Loop- 
ers, Seamers and Borderers. 

I. H. FREEMAN (Wage Bate and Employment Supervisor, 
General Electric Company, Fort Wayne, Indiana) : In making out 
your material budget, do you include a normal waste allowance? 
Do you consider that you cannot make hosiery without some waste? 

MR. BAUM: That is, of course, the ease. You cannot obtain 
a standard of quality or of man-hours without including a rea- 
sonable amount of waste. 

H. B. SPEYER (Auditor, Champion Spark Plug Company, 
Toledo, Ohio) : In putting this record in man-hours, would it not 
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be better to use a cheaper grade of help and get less production 
from a cost standpoint than using a high grade of help with 
greater production? 

MR. BAUM: My personal experiences over a number of 
years have indicated that high wage rates are not inconsistent 
with low labor cost. 

E. H. WILDT, ( Assistant Treasurer of the Motor Wheel Cor- 
poration, Lansing , Michigan ) : How do you take into considera- 
tion the variation in work-in-process between the beginning and 
end of the efficiency period? Do you include supervision man- 
hours in your indirect hours in checking efficiency? 

MR. BAUM : The efficiency period is the week. In the indirect 
labor budget is included all help which does not contribute di- 
rectly to the production or which cannot be allocated directly to 
a particular product. Therefore, clerks are included in the in- 
direct labor cost. 

MR. WILDT : How do you take into consideration the varia- 
tion of work-in-process between the beginning and the end of 
an efficiency period? 

MR. BAUM: In our business the operations are very short. 
The longest operation will not take more than one hour. There- 
fore, on Saturday noon each operation is completed. 

MR. JORDAN: I think I can see the dynamite in this. The 
thing is to answer how others can do it. I think he is talking 
from the standpoint of plants that have long continuous jobs 
where there is a continued process. You are referring to a long 
job, are you not? 

MR. WILDT : It would be typical. 

MR. JORDAN: I think the answer to that question is just 
here, that in this labor efficiency record, if it is a job like in a 
machine shop or boring mill or planer, where the job takes two 
or three or , four or five days, maybe a week or two weeks, that 
the job from the standpoint of finding the efficiency as against 
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the estimated time or standard time allowed for it is taken into 
consideration on completion. 

Mr. Baum is talking of a comparison of what things ought 
to cost and what they do cost. This is not a work-in-process in- 
ventory. It is a comparison of completion of all jobs of actual 
cost as against standard cost, so the work-in-process inventory 
doesn’t enter into this matter of record. 

MR. WILDT: Maybe I misunderstand. I thought that was 
to be an efficiency report on completed units. 

MR. JORDAN: Yes, it is on completed units. 

MR. WILDT: It can’t be — let me cite this. Take a large hub 
shop, where you have possibly two hundred machines, and you 
start so many jobs of hubs through that department, and the 
week is over, and through hold-ups and other reasons you have 
a large amount of units unfinished, you might have a large varia- 
tion. 

MR. JORDAN: Do you mean the hubs themselves are not 
entirely finished ? 

MR. WILDT: Yes. 

MR. JORDAN: He makes no attempt to do that. He goes 
by completed operations. 

MR. WILDT: Where does he get complete hours for the 
week? 

MR. JORDAN: It is showing the comparison against hours 
which are completed against the number of hours they should 
have taken. It is getting away from orthodox accounting. It is 
getting down to actual comparisons of completed work with the 
basis on which they should do it. It is simply a gauge on the 
efficiency of the work which is actually completed, operation by 
operation, irrespective of the work-in-process. It is not an account- 
ing record at all. It is a control record to show how efficiently the 
control is operated. 
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MR. WILDT: It says unit and man-hours. This doesn't tie 
up with the total man-hours. 

MR. JORDAN: It is only that which is completed. That is 
getting down to brass tacks, because if you control production 
in that way you needn't worry about your work-in-process turn- 
ing out right, or making money. 

ROT H. COHN ( Planning Department, The Norton Com- 
pany, Worcester, Massachusetts) : Should clerical labor be elim- 
inated from foremen's duties? Should clerical labor be removed 
from production departments and centralized in a factory office? 
Should clerical labor be performed in the manufacturing depart- 
ment by a clerk under the supervision of the general office? 

MR. BAUM: That is a very general question. I should say 
it would be advantageous to give the superintendent sufficient 
clerical help so that necessary work can be performed in the short- 
est possible time and at the lowest possible cost. 

JOHN J. LANG (C. P. A. St. Louis, Missouri) : In connection 
with the preparation of “gain or loss per unit" is any recognition 
given to accounting for the variation between “budget" and 
“actual" production, say budget production being 1,000 units; 
actual production, 800? 

MR. BAUM: As Mr. Jordan has already brought out, very 
much to my satisfaction, there is no connection whatever between 
these records and the accounting records. These are purely effi- 
ciency records and are not entered on any of the books. 

CHAIRMAN CROCKETT: There are two other questions 
but I am going to exercise my perogative and say that they will 
be taken up in a later session, not so much because the time is 
so short but primarily because I am certain that these questions 
will be better answered to-morrow afternoon. 

The next speaker is going to deal with manufacturing records 
more generally and will tell you at least what he is doing and 
what ought to be done in building up necessary records for the 
control and operation of a factory. I will introduce at this time 
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Mr. Thomas R. Jones of the Harris-Seybold-Potter Company, 
Cleveland, Ohio. 


RECORDS IN MANUFACTURING INSTITUTIONS 

Thomas R. Jones 

Vice-President & General Manager 

Harris-Seybold-Potter Company, Cleveland, Ohio 

T HIS paper takes its cue from a letter sent me by Mr. Crockett 
and treats only of those records necessary for the man- 
ufacturing operations of the manufacturing plant. If this paper 
is to stay within the half hour limit set upon it, it cannot treat 
of all of the records which might possibly be used in a manufac- 
turing plant, nor can it adequately treat of even those records 
which are absolutely necessary. Consequently, I have attempted 
to discuss the fundamentals underlying manufacturing records, 
the basic qualities necessary to their proper make-up, and to touch 
upon those high spots which seem to me to require special atten- 
tion. The entire treatment of the paper is that of practical appli- 
cation, and the discussion is from the standpoint of the man using 
records rather than that of the one making them. 

Manufacturing records, from the standpoint of use, divide 
themselves into three divisions: First, f acilitative ; second, infor- 
mative; and third, historical. Of these three classifications, that 
of the faeilitative is the most important. 

Facilitative records are those records which facilitate the vari- 
ous activities of the manufacturing plant, and assist in their 
control. The facilitative records are intimately involved in the 
routine of all operations. Their involvement is so intimate that 
they really constitute a part of operations. On the facilitative 
operations depend the fineness of control and the smoothness of 
interdepartmental operations. The failure of what should be facili- 
tative records to embrace some of the fundamental requirements, 
which I shall later discuss, may mean expensive operation as 
against economical operation. 

Let me digress here to discuss briefly what I consider to be 
the true function of the records department. The major functions 
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of records are those of facilitation. They furnish for the men in 
charge of operations the basic facts which will enable them in- 
telligently to direct their jobs. It therefore follows that the basic 
functions of the records collecting department are likewise facili- 
tative, and that the wise controller, and the wise accountant or 
statistician, subordinates the work of records collection and com- 
pilation to the sales, financial, and manufacturing objectives of 
the business to the end that the various executives in those divi- 
sions may have the actual tools necessary to the maximum in- 
telligence in the performance of their functions. 

The informative record is a compilation of the records of 
performance or accomplishment over the immediate past. These 
records show what has been done rather than what is being done 
or than forming a part of what is being done, as in the case of 
the facilitative records. The facilitative records should be in the 
hands of the line executive in immediate charge of operation ; the 
informative records are for the manager and general supervisor. 
The informative record is used as a basis for planning future 
policies and programs and as a check on performance as com- 
pared with policies and programs at present in operation. The 
requirements of the informative program, other than the require- 
ment of accuracy, are not as exacting as in the ease of the facili- 
tative record. 

The historical record is compiled for the purpose of obtaining 
a picture of operations over a period of time, and its main re- 
quirement is that of accuracy. 

Because of the supreme importance of the facilitative record 
in any manufacturing organization, I wish next to outline the 
characteristics which are necessary in the efficient facilitative 
record. Of course, all of these characteristics will be necessary in 
any type of record, whether it be facilitative, informative, or 
historical. However, their importance in the latter two eases, is 
of lesser degree. 

A man visited me in my office not long ago and brought with 
him a set of statements which his company uses supposedly to 
control its own operation. There were ten or twelve very closely 
printed and typewritten sheets, each sheet the size of standard 
thirteen column statement paper. The products manufactured 
by this company are relatively few and relatively simple, yet it 
required ten or twelve of these large sheets closely printed and 
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typewritten to contain all of one month’s statistical information 
collected for the purpose of control of operations. I studied these 
sheets for an hour, and at the end of the hour had but an in- 
definite idea of what was going on. Barring the thought that I 
might be lacking in statistical intelligence, we must then say that 
these records lacked one of the elements of properly designed 
records, and that is the element of simplicity. The more simple a 
record is the more easily understood and more quickly and readily 
will it be used by an operating executive for the control of his 
operations. 

I asked this man, “When are these records completed?” He 
told me that about ten days after the close of each month the 
operating executive had these records at his disposal. Now, at the 
end of any one month some of the records of that month are 
already thirty days late, some twenty-nine days late, some twenty- 
eight days late, and so on. The average is fifteen days. Add to 
these fifteen days the ten days necessary for compilation of the 
records and we have a plant executive getting and trying to act 
on records which are twenty-five days late when he gets them. So 
here was another element which these records lacked — that is, 
the element of immediacy. What constitutes a delivery of records 
within the meaning of this word “immediacy”? Operating records 
to be ideal should be available instantly as the operation recorded 
is performed. 

As an example of immediacy of records, let me cite the prac- 
tice of an automobile company which is using the tele-autograph 
system, or a system which transmits electrically the handwriting 
or typewriting of the sender to one or more distant points, so 
that a record as made may be transmitted immediately and simul- 
taneously to all affected departments. Also, methods are available 
whereby the foreman in charge of a group of men knows instantly 
when anything is happening out of the ordinary and has a com- 
plete report, by nine or nine-thirty the following morning, of the 
performance of every man in his department. 

To refer again to the records of which I have been talking, 
there was still another characteristic which they lacked. They were 
compiled largely on a price per pound basis and it was impossible 
to deter min e from the records just where waste had occurred. 
Furthermore, the records went to the manager and the manager 
alone, so I would say that these records lacked the element of 
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utility. For a record to have utility, it first must be compiled in 
terms of readily usable units, must be broken down into classifica- 
tions which are easily controlled and readily grasped and recog- 
nized, and must be in the hands of a man who can use it. 

If the accountant sets up a record and uses a terminology 
which is not familiar to the man who should use the records, it 
is evident that the records are nearly valueless from the start. 
If in addition to this the classification of expense elements is in 
accordance with some theory not used in practice in the business 
for which the record is collected, or if a manager is given an 
overall price per pound when he is operating on a department- 
alized basis, he has no means of determining where his operations 
went wrong, and the record tends to daze rather than to enlight- 
en him. 

Facilitative records must be where needed as well as there 
when needed. Who needs records? It is, of course, the man in 
control of activities. Is this the manager? No, the manager only 
thinks he is in control. The person who is really in control is the 
foreman or supervisor who is in actual charge of the men doing 
the work. It is the action of the foreman which determines 
whether the business will make a manufacturing profit or man- 
ufacturing loss. It is the action of the foreman which determines 
the efficiency of the business. Consequently the foreman should 
have his knowledge as the operation is in process and he should 
have that knowledge immediately — not the next morning. On the 
following morning he should have a summary of what his depart- 
ment did yesterday. The superintendent in his turn should get a 
weekly record of what each foreman is doing and base his policy 
toward that foreman on these records. 

So well is the element of accuracy drilled into the mind of 
the average statistician or accountant that its mention as a fourth 
element is almost unnecessary. 

I wonder whether I am wrong in the assertion that most 
accountants tend to compile groups of accounting statistics about 
a condition, rather than to present a well balanced and complete 
picture of what is happening in connection with that condition. 
Whether I am right or wrong, I can say that an accountant or 
statistician performing his true function does not present to the 
manager merely the various groups of related figures, but includes 
in his statement all pertinent facts necessary to the control or 
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intelligent study of the conditions analyzed and groups them in 
such a way that a true and unprejudiced view will be presented. 
In other words, records must have the fifth element of adequacy. 

The sixth element necessary to adequate records is that of 
comparison. The records of any foreman showing only that fore- 
man’s performance are entirely inadequate. They must show a 
comparison with either something which has gone before or with 
a scientifically determined standard. 

Standards form the life blood of all records. Records, espe- 
cially operating records, are valueless in themselves. In any record 
you merely have a picture of what has occurred without any means 
of telling whether that occurrence is good or whether it is bad, 
whether it is excellent or whether it is mediocre. However, when 
the same data are compared with standards they are given life 
and the user is enabled to tell what is good performance, what is 
bad, and where to make corrections. The standards themselves 
must be scientifically and accurately set within the limits of prac- 
ticality. Hastily and thoughtlessly determined standards are of 
no more value than a guess. Where standards are not available, 
past performance may be used for comparison, but past perform- 
ance merely shows a comparison with what has been and therefore 
may tend to perpetuate bad practice, while standards show a 
comparison with what should be and cause performance to tend 
to approach the ideal. 

It has been my experience that the tendency of all record keep- 
ing organizations is to keep records in too great detail and in too 
great volume. While, of course, it is impossible to make a state- 
ment as to the utility value of the average set of records, it is 
nevertheless a good guess to say that probably fifty per-cent of 
the information collected by record departments is of no value 
and could be thrown out without in any way hampering the opera- 
tion of the business. Another tendency, or possibly a sub-heading 
of the above tendency, is that of records being kept for the pur- 
pose of keeping records, rather than keeping records for the pur- 
pose of facilitation of operations. 

Now, let us consider what records are advisable to keep, and 
let me state right here that it is advisable in all cases to keep 
as few records as possible. In other words records should be as 
few as is consistent with an essential knowledge of the operation 
in the hands of the person using the records. All records and 
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record systems should be periodically scrutinized and all details 
not used thrown out. 

Records which may be recommended by any person are not 
a reflection of some universal standard of requirement, but are 
a reflection of the proponent’s philosophy of management. I mean 
by this that there is no group of records desirable for every man- 
ufacturing business, despite the practices of some of our advisers. 
Especially is this true in the case of facilitative records. Facilita- 
tive records are the outgrowth of methods and these records, there- 
fore, are dependent upon the methods. 

Financial 

In every manufacturing business there are certain financial 
records which uniformly should be at hand. Among these the 
balance sheet and income statement are foremost. They should 
be available to the executives monthly and within ten days after 
the close of the month. There should be also a daily statement of 
current assets and liabilities which should be in the hands of the 
executive not later than nine o’clock of the day following that on 
which they are made up. Also, the executive should have a daily 
statement of commitments showing the purchases made each day, 
invoices received, and the commitments at the end of the day. 

Another extremely useful financial record is that of the budget. 
The budget proper is a standard. It is a standard of operating 
expenditures under certain conditions assumed for a given period 
in the future. The budget has two purposes; first to forecast the 
financial policies of the company from an estimate of receipts and 
expenditures, and, second, to enforce a standard by which the 
operation of the business may be compared, and through the com- 
parison, controlled. Budgets, then, should have a planning or in- 
formative and an operating or facilitative function. The budget 
is a classification of expense items with the forecast amounts of 
the various expenditures set off against the classifications. Period- 
ically there should be made up a statement of expenditures to 
coordinate with the classification used in the budget, and the 
comparison of these expenditures with the budget gives the neces- 
sary control. The. budget, of course, goes to the major executives, 
but to get the full value of the budget it must go to the supervisor 
in charge of the workers. For the purpose of emphasis let me re- 
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peat tills. If you have a budget and it is not put in the hands 
of the foreman or other supervisor for the purpose of control with- 
in his department, then you are not getting the full value from 
your budget. To be of value, the budget must also be alive. It must 
be kept in step with changing conditions and, if necessary, be 
revised monthly. There are many companies which do this, and 
with them the custom is to revise monthly and estimate for a 
period of three months in advance. 

The budget also must be flexible. It is impossible to estimate 
accurately in a given department the number of productive hours 
which will be put in within that department in the succeeding 
thirty days. Consequently, it is equally impossible to set accu- 
rately the total amount of expenditures. Some expenses are fixed, 
of course, and they can be set at a fixed rate. However, the vari- 
able expenses must be based on a rate per productive hour and 
thus enable the budget to change with the variations in the de- 
partments. Unless this is done you will be confronted constantly 
with the case of men making their budgets through no efforts or 
faults of theirs, or losing their budgets despite the drastic effort 
they may employ to come within it. 

Costs 

I know a company which has a very elaborate and highly 
detailed system of costs and cost keeping. It records in com- 
plete detail the cost of each part each time it goes through the 
shop. That is, a lot of a certain piece may go through this month 
and another lot of the same piece go through the next month and 
again the month following, and this company knows each time the 
cost of material, labor and burden in that piece. Manufacture is 
cn a lot basis. A lot of one hundred pieces may start in the shop 
and the cost per finished piece is equal to the total amount of 
material, labor and burden put in on that lot, divided by the 
number of finished pieces. There are about twenty thousand ac- 
tive parts, and there is a record of the cost on each one of these 
parts over a period of years. From a parts list the cost of the 
individual parts are added and thus is obtained the cost of a 
finished machine. This cost system is a model of its kind and men 
come from all over the United States to study it. They marvel 
at the completeness of detail and then go away feeling that they 
have seen something of exceptional value in cost keeping. How- 
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ever, once in about each hundred visitors there comes a man of 
exceptional perception and he is apt to ask the question, “What 
do you do with these costs V 9 In an instant the whole system is 
stripped of its glamour and there stands the cost system in all 
its insufficiency. The answer to the question is that every once 
in awhile they take out some cards and look at them. The cost 
system is, of course, of some value for the pricing of goods. The 
costs are apt to fluctuate violently for reasons which I shall point 
out, hut if the prices are set high enough, these fluctuations can 
be covered. 

Also, these costs are somewhat interesting, but aside from 
that they have little value. Three things are wrong with them. 
First, there are too many of them. I defy any man, no matter 
how keen a mind he has for detail, to take fifteen thousand cost 
cards and control his operations. Second, they are too late. It 
takes in some cases two and even three months for some of the 
more intricate parts to pass through this shop. Add to these 
two or three months the time necessary to compile the costs and 
you will see that by the time the cost records are obtained it is 
entirely too late to do anything about the control of the elements 
which make the cost too high. 

Third, the cost system confuses basic costs and managerial 
mistakes and inefficiency. For example, if a part is spoiled out 
of a lot, the time that was put in on that spoiled part is charged 
to the lot. This, of course, sounds foolish to some of you, because 
you will say that the time and material put in on a spoiled part 
is not part of the cost of the parts completed, but most of you 
who will make this contention will include as part of the cost the 
fifteen or twenty minutes a workman may spend awaiting his 
foreman when he runs up against a problem which he cannot solve 
for hims elf. Yet there is no essential difference. They are both 
wastes and they are not part of the cost of the completed job. 
Waiting for foremen; waiting for tools; repairing broken belts 
which should be in the scrap heap ; and other time wastes of this 
nature are usually included as costs of a pieee, when they should 
be excluded and made to stand out by themselves as inefficiencies 
of management. It is not uncommon to find, upon analysis, that 
twenty-five per-cent of a workman’s time will be put in on value- 
less work of this kind. 

As far as proper cost records are concerned, the answer is 
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that costs as a means of control have outlived their usefulness. 
Cost records are too slow for modern methods and control must 
be gained through more modern means. 

Of course, costs are needed for intelligent pricing. But for 
this standard costs are the best. The standard cost of any piece 
is made up of a standard amount of material at a standard price 
plus a standard amount of time put in on a piece multiplied by 
the summation of the respective standard times at each machine 
multiplied by the respective standard labor rates and standard 
burden rates for each machine. These standard costs take differ- 
ent forms, depending upon the type of manufacture. 

In a jobbing manufacturing establishment in which any given 
design is made at rare intervals or only once, the standard cost 
is figured from the time set on the work as it enters the shop. A 
standard cost may thus be had shortly after the design is finished 
and long before the completed job is finished. 

In a manufacturing plant in which the same product is made 
over and over the matter of cost is relatively simple. The summa- 
tion of the cost element over any given period divided by the 
total number of units figured is the cost per unit. Likewise, a nor- 
mal standard cost can be figured by basing all figures on estimates 
of normal production. 

Standard costs for discontinuous manufacture, as in the case 
of a company making a standard product in lots, are formed by 
compiling the standard costs of the individual pieees and then 
with the aid of a parts list compiling the costs of the completed 
articles. 

There is only one time to control costs and that is while they 
are happening. This can only be obtained by the intensive direc- 
tion of the operations of the individual workman and only through 
the assistance of records and information which is immediate to 
the last practicable degree. 

Please do not misunderstand me. I believe in accurately de- 
termined costs of material, labor, and burden, and I believe in 
a departmentalization of labor and burden determination. Such 
figures are necessary to an intelligent setting of selling prices. 
However, I believe in these figures only on the basis of intelligent- 
ly determined normal operation, and most emphatically do not 
believe in the continuous and laborious accumulation of misnamed 
actual costs which, after they are collected, are nearly valueless. 
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Labor 

Labor records take two forms; the first that of the actual his- 
tory of the employee, and the second that of his performance. 
The historical record commences with his employment and con- 
sists of a record of his personal status and past experience, to- 
gether with such recommendations as he may have given and 
such information as may have been determined regarding him. 
To this is added periodically the more detailed history of his 
employment in the given company; his changes in rates; his effi- 
ciency records; his attitude; and his promptness, and probably 
combined with this a record of the appraisal which his foreman 
makes of him from time to time. 

The performance records must start with standards. These 
standards by which a man is to be judged must be set accurately 
and fairly. They must be outlined in exact detail so he will know 
exactly what is to be expected of him. 

It is the usual practice in manufacturing concerns to set stand- 
ards on the direct labor and fail to include indirect labor because 
it is difficult or because it has not been thought of. The result 
is that we often find companies which think they are highly effi- 
cient and which have good control over direct labor, but they 
overlook the fact that they may have for every direct laborer 
an indirect employee over whom they have no control whatsoever 
insofar as standards are concerned. Supervision is likewise an 
element which should be controlled through standards. 

The old method of setting a standard and adding from 20% 
to 50% to that standard to allow for necessary waste, “waits”, 
and other factors which enter into production and which are be- 
yond the control of the workman, is a thing of the past in modem 
management. The modern method is to set a net standard, to re- 
cord the wastes, isolate them and eliminate them as much as pos- 
sible. These modern demands put a stress upon records which 
never before have been put on them, and the records must be 
designed with sufficient strength to withstand this stress. These 
records must be accurate and immediate to the last degree. It is 
not sufficient to have records of performance at the end of the 
week or even the next day. It is necessary to have an immediate 
cheek on what is happening as it happens. 

It must be remembered in this connection that control of costs 
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and control of performance is not in the hands of the manage- 
ment. It is not even in the hands of the superintendent. All that 
the manager and the superintendent can do is to make it possible 
for the men under them to control the operations which they are 
actually performing. These men who actually do the controlling; 
who actually determine whether the firm makes a profit or a loss, 
are the foremen, or possibly even the workmen. Consequently 
records must be obtained at the source as they are happening and 
used immediately at that point. This is vital to the last word in 
efficient management. 

A daily summary of the previous day’s performance should 
be in the hands of each foreman by nine o ’clock of the succeeding 
day. It is not necessary that the superintendent or the manager 
know of this performance daily. I might remark here about the 
managers who tell you that they know each day exactly what has 
been done in detail the day before. Upon delving into the situa- 
tion probably you will find that while the manager knows these 
things, the man who is doing the actual work does not know them. 
The situation should be reversed. It is sufficient for the superin- 
tendent and the manager to have a weekly summary of what has 
been done by departments, for thereby they can determine whether 
the supervisors are doing their work as it should be done. 

For purposes of control, the management should have certain 
additional information. There should be an estimate by departments 
of the productive hours to turn out the schedule, and a running 
comparison should be made of these productive hours. The same 
applies to non-productive hours. A record should be made of the 
distribution of the hours put in by types of products or types 
of services performed, and it is desirable to know the time and 
a half and the double time overtime which is worked. 

From the standpoint of labor control there should be an ac- 
curate record of absenteeism, lateness, and labor turnover. 

Stock and Inventory Control Records 

By “Inventory Control” I mean the minimizing of inventory. 
Inventory control is not primarily a matter of records. True con- 
trol of inventory comes through the proper planning of processes 
and through adequate control of operations and only as records 
are an aid to processing are they a factor in the control of in- 
ventory. If all processing and material movements are planned 
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with, a maximum of efficiency and economy, the inventory will 
take care of itself. Minimum inventories are obtained through a 
state of mind and only secondarily through records. 

The fundamental necessities to adequate inventory control are 
first, proper forecasting of requirements. In other words, the 
proper forecasting of probable sales. Second, an intelligently 
planned production schedule developed from the forecasting, third, 
intelligent authorizations for processing developed from the sched- 
ules, fourth, proper purchasing and fifth, proper processing. 

There are four divisions of inventory .* Baw Material ; Process ; 
Finished Parts; and Finished Stock. We, of course, must have 
stock records of raw material showing the amounts on hand of 
each item, and receipts and disbursements. Possibly the raw ma- 
terial record can be combined with the purchasing records to show 
the amounts on order. This combination is especially advisable 
where a material section is responsible for purchasing as well as 
the actual installing of materials, but at the best raw material 
records have decided limitations and all that can be accomplished 
with them is the minimizing of misplaced material; the warning 
of the purchasing department when a stock of any given materials 
is getting below the danger line, and a preventive which will keep 
the raw material stocks from getting completely out of hand. But, 
true control of raw material inventories depends, first, on the 
standardization of materials, material sizes and material shapes. 
In the term standardization is included, of course, the elimination 
of all unnecessary analyses, sizes and shapes. Only through the 
carrying of such a standardization as the ultimate and the ever- 
watchful eye of an efficient design standardization department, 
can raw material stock be held to a minimum. Coupled with this 
standardization is needed an intelligent purchasing program with 
incoming purchases held to a predetermined schedule of arrival. 

Process inventory cannot be brought to an ultimate minimum 
through any system of records no matter how complete. The control 
of process inventory is to be had only through proper production 
methods. As an example of this, I have in mind a company man- 
ufacturing cream separators, which, with specially devised racks 
on wheels and through the installation of conveyors, cut their 
process inventory in certain departments, if I remember correctly, 
something like two-thirds. Material handling methods, equipment 
for speedy and economical production, simplification of processing 
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under combinations of operations all have their places in the 
minimizing of process inventory. 

The minimizing of parts inventory must come, first, through 
properly coordinated processing; second, through standardization 
and interchangeability of parts ; and third, through, under certain 
circumstances, proper stock records. As an example of standard- 
ization through elimination, I have in mind a company which was 
manufacturing for its product twenty-seven varieties of a cer- 
tain kind of wheel. After a standardization program had been 
put into effect the same purposes were served by three varieties 
of wheels. As an example of proper scheduling we can cite again 
the automobile company which uses a tele-autograph to control its 
production, thus gaining an immediacy of information which can 
cut an otherwise necessary process inventory to almost nothing. 

As for stock records, I know a company which very efficiently 
conducted a good-sized manufacturing business without any stock 
records or without any stock room. Any given part which enters 
into this company's production is ordered at regular intervals. 
When it is time to order a part an inventory is taken of the quan- 
tity of that part on hand and a sufficient quantity is ordered to 
last through to the next ordering time. A follow-up is kept on the 
piece in process and when it arrives for stock the follow-up is 
destroyed, the part is forwarded immediately to the assembly 
line and it is forgotten until the calendar shows that it is again 
time to order that part. 

While we are on the subject of stock records we can all rem- 
inisce to the extent of recalling the perpetual inventory which 
combines inventory and cost records. Under this system the cost 
records must balance out exactly. If fifty units of a part were 
purchased at 23c each and later one hundred at 25c, to make your 
figures come out correctly you had to carefully use up the first 
fifty at 23c each before you started on the next 100 at 25c each. 
It is rare indeed that this type of costing is to be found, and 
when found it is usually in a purely jobbing institution. 

Finished stock is controlled through proper forecasting, as men- 
tioned before. Another factor which will tend to decrease finished 
stock is that of low processing time. If it requires two months 
to process a given product it will require, of course, more of this 
product in stock to take care of im m ediate orders than if only 
two weeks were required. 
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The only true records of inventory are the financial records, 
and they should be divided into the raw material, process, parts 
and finished stock classifications, and possibly each of these classi- 
fied by a division of product. Each of these should also again be 
divided by labor, burden and material. 

Production Records 

The factors fundamental to proper production records are 
proper planning; an intelligent production program, and last but 
not least, proper standards. The term standards comprehends and 
connotes a high degree of interchangeability of parts, no matter 
how varied the product; standards of process, speeds, feeds, mo- 
tion, and so forth and standards of performance. 

The main difficulty with production records is to make them 
adequate without red tape and an army of clerks to take care of 
them. If I were to have the job of reorganizing a plant and find 
in it a very complicated system of records, I would forget the 
records and go into the plant and try first to simplify that. The 
records should then simplify themselves automatically. If they 
did not, there then might be found a controller or statistician who 
would need simplifying. 

Now, in reviewing what I have said, I don’t want you to mis- 
understand me. I believe in records. I have them myself in large 
quantities — but not too large. Records are very important man- 
agerial tools. Their degree of importance, however, is determined, 
not by the people who use them, but by the understanding and 
spirit of the person who makes them. If you who make records 
have the fundamental idea of what those records should perform, 
if you have the fundamental idea of how they should appeal to 
the man who is going to use them, and you can strike his psy- 
chology with those records, then you have done something, and 
you have a record that is valuable. 

Summary 

A records department in a manufacturing plant can be made 
invaluable or it can be made a nuisance. 

Four factors are fundamental to valuable manufacturing 
records. First, the idea of facilitation; — the idea that the records 
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department is not an end but a means to an end ; that the accom- 
plishment of the end is in the hands of the operating executive 
and that the true function of the records department is to facili- 
tate, — to be of service not alone to the manager but to the hum- 
blest foreman of the humblest labor gang. 

Second, the factor of immediacy; — the idea that the ideal 
record is available at the instant of the happening of the event 
being recorded. An automobile speedometer 'which gave you a 
record of your speed a week late wouldn’t tell you when you 
were in danger of being pinched. 

Third, the factor of standards; — the scientifically determined, 
practicable ideal of accomplishment by which progress may be 
judged. I always like to think of a standard as something just 
ahead by which we can pull ourselves forward. Never immune 
from study and change, — once attained and maintained it is to 
be examined for possibilities of further advancement. It is well 
to remember that a wrongly set standard can be an anchor astern 
and as such prevent progress instead of aiding it as when placed 
ahead. 

Fourth, the factor of simplicity; — the bringing of records to 
a form and terminology within the grasp and the quick com- 
prehension of the user. 

E. W. WESP ( The Crosby Company, Buffalo, N. Y.) : A 
detailed cost system covers a record which is very useful at all 
times. Some of us may consider detailed records ancient history. 
I consider standards, immediately after they are made, ancient 
history. A standard today is what tomorrow? We know not. A 
new discovery brings changes. We are working under a new pro- 
cess today, decidedly more speedy, more efficient than ever. What 
is the answer? Through records that have been kept and taken 
by the estimating department and the engineers and thoroughly 
studied and analyzed — what has been brought about? It has brought 
about improvements in machinery which has speeded up produc- 
tion. 

Take the article of spoiled work. A good many of us have 
spoiled work. We consider our labor on spoiled work naturally as 
a part of cost, depending entirely upon the part of spoilage. Your 
material deduction regarding your cost will depend entirely upon 
the intrinsic value of the material. If it is of small value, you are 
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not going to spend more time figuring its cost than what it will 
cost to absorb it. If it is material, such as bronze, take out the 
salvage value of that material. The difference is a rightful cost 
of the job going through that plant providing your spoilage has 
not been due to carelessness. 

With reference to the matter of workmen waiting for foremen, 
waiting on belts, etc., I would say in the proper set up of a 
budget all these elements can be taken in and absorbed in overhead. 

In the case of a jobbing business, what are standards and 
where would you be without a detailed cost of every job? My 
experience in the jobbing business has been one of quite a wide 
and varied nature and I have found it very essential both for 
the managerial department and the estimating department to know 
what their activities have been after the job has been completed 
as well as while the job is in process. 

One method which we have of controlling excessiveness against 
a job process is immediate reporting to the foreman the following 
morning what inefficiency he has had in his department and not 
burdening him with unnecessary details about the goodness of 
what has happened. We do not admonish a child for any good 
things he has done, neither do we praise him, but woe behold 
when he has done something wrong knowingly. 

The estimating department in a good many instances reviews 
the costs when making new estimates for future business. I am 
speaking strictly of a jobbing plant. Quite frequently such a plant 
is called upon to estimate upon something which it has never 
made before but still it is something similar to something which 
it has already made. Without a detailed cost record where would 
the engineering department be? We consider the engineering de- 
partment in a manufacturing institution, the Utopia of the plant. 
It is not the Utopia of the plant any more so than the workman 
down at the machine or the foreman. We have not reached the 
stage of Utopia as yet, but with the check of the previous cost, 
the assistance of the superintendent, the foreman, and the work- 
man, the estimating department and the engineering department 
receive considerable help. 

They get the group together that is affected by it and they 
say, ‘ ‘What has been done here? What has happened there? What 
should we have done?’ 7 , and oftentimes the engineering depart- 
ment and the estimating department are given leads which have 
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been helpful to them, and when jobs come through again, or jobs 
of similar nature, the cost on them is reduced materially. 

MR. JONES: Mr. Wesp has taken up the example of the 
job plant, and asserts that only an actual cost system can be 
used in such a plant. He also asserts that standards are ancient 
history and that they become so the day after they are made. 

Before commenting on these statements please let me bring 
to your attention again the fact that in any organization the 
records needed depend entirely upon the form of the organization 
and the methods used, and it is impossible for you or me to say 
what should be done in all cases. 

Suppose that we have, in a jobbing plant, a system of cost 
finding which collects the usual standard costs — in other words 
collects the cost information after the event which gave rise to 
the cost has occurred. We know from the cost figures thus de- 
rived what the cost of any job which has gone through the plant 
has been, and from an analysis of these figures we may know 
whether the cost was in labor, material or burden. 

If labor costs were either high or low we do not know it, as 
we have no standard with which to compare the costs. Further- 
more, we do not know when, why or how these labor costs went 
wrong, and even if we did know our information is so late and 
so stale that control of that particular job is an impossibility; 
therefore, it is my contention that records are nearly valueless 
unless they lead to control. 

When Mr. Wesp says that standards are ancient history the 
day after they are made he makes me wonder whether he under- 
stands what a standard is. Suppose that we set a certain stand- 
ard for the performance of a man — is there any factor which 
enters to make that standard ancient history the day or year 
after it is set, if there is no change in the material or design on 
which he is working, or in the methods and equipments with 
which he is working? As I stand here I have in mind a depart- 
ment in the Company for which I am now working, in which 
department it is rare to find two jobs alike. Ninety-four out of 
one hundred labor hours are on standard. Control is obtained 
while the work is being done, and not a week or a month, or a 
year later. 

I tell you, men, there is a new pace in manufacturing. If you 
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men are going to keep step with that pace you have to get away 
from giving the manufacturing executives information that is 
so old they can’t use it to control the thing on which it is com- 
piled. I am talking from the standpoint of the man who uses 
the information. 

Mr. Wesp spoke of controlling lost time of waiting for tools, 
waiting for foremen, and waiting for jobs and similar losses 
through the budget. I fail to see how such losses can really be 
controlled through a budget, when the wastes which make up 
such losses are not shown up until ten or fifteen days after the 
end of the month in which these wastes occur. Furthermore, they 
are shown up only in the gross, and it is impossible for the 
foremen to tell just which man, machine, or incident caused the 
losses. The time to catch and control such wastes is at the exact 
moment in which these wastes are occurring. This is not a vision- 
ary thing. It can and is being done every day in the most up-to- 
date plants. 

HOWARD C. ZOOK : What officer or combination of officers 
in an organization should decide what and how many records 
should be kept? 

MR. JONES: I don’t know. If you will tell me in detail 
what your organization is, what you do, and tell me the psy- 
chology of your various men, then I will lay out an organization 
plan and tell you what records you need. 

G. A. MOE : When the foreman is furnished with the records 
you speak of, when the operation is being done, what records 
should the cost accountant prepare for the manager? 

MR. JONES: Reverting to the thread of thought that should 
pass through the entire session, I would say that the information 
which the manager needs is a matter for special study of the 
particular organization in question. To answer the question gen- 
erally, the manager needs a summary of information which the 
foreman has. How far this summary should go depends upon 
the manager and the particular conditions. 

The summary certainly should show — 1st — the departmental 
efficiencies of both direct and indirect labor. 2nd — The perform- 
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ance of each department in regard to expenses. In other words, 
he should know what they should have spent, in comparison with 
the budget. 

L. D. CRUSOE ( Supervisor of Cost Accounting , Fisher Body 
Corporation , Detroit , Michigan) : In listening to the discussions 
in this convention, the average person is liable to get the idea that 
unless a record is published the minute an expenditure is made 
it is not useful. I contend that these so-called historical records 
are valuable, and that in the main all our decisive steps are based 
on historical records and nothing else. It is patent that you can 
judge the future only by the past. We are entertaining men 
at these conventions, and in all our chapter meetings, who are 
growing up in this business. They are getting the idea that there 
is some brand new formula for determining costs and that it can 
be done only by discarding the present records. I don't think 
we should lose sight of the value of these so-called historical 
records. 

MR. JONES: I thoroughly agree with everything Mr. Crusoe 
said. 

H. S. MINSTER (Assistant Plant Manager , York Seating and 
Ventilating Corporation, Bridgeport, Pennsylvania ) : A state- 
ment was made that the actual costs were gone over to determine 
what should have been done, and yet the gentleman who made 
that statement was not in favor of standards. How can you make 
a comparison if you don't have something to compare? I am won- 
dering if those people who destroy records are not averse to using 
standards. They must have something to compare with and that 
thing is a standard in their minds. 

MR. JONES: I think there is a difference between a historical 
record and a standard. A historical record is nothing more nor 
less than a record of what has happened. A standard is something 
that has been worked out from a scientific research. In such a 
research past records are taken into consideration. But, in addi- 
tion, the factors that are apt to prevail in the future and which 
have not prevailed in the past are also taken into consideration, 
and the standard set accordingly. 
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J. J. NOLL ( W . Bentley Company, Inc., Niagara Falls, New 
York) : How do you coordinate the many mincjr reports into a gen- 
eral report for the use of the management in exercising financial 
control? For instance, on the point of controlling inventories, what 
report should be made to the general office so a current record 
of the various inventories can be built up in order that the man- 
agement can deter min e whether too much money is not tied up 
in inventories? This refers especially to materials used in excess 
of standards. 

CHAIRMAN CROCKETT: I’m not going to try to answer 
the question. It seems to me that is a question of detail, with 
which this particular discussion is not connected. By trying to 
get over to you the ideals of simple facts you need to know, 
we are not trying to tell you whether you need a particular record 
in this, that, or the other way. Analyze it — “what are the essen- 
tial facts necessary to control this business ?” — and design your 
records to fit in with that analysis. 

* 

MR. JONES: Mr. Crockett has answered that question to 
my satisfaction. I can 7 t tell you what records you should have. I’m 
trying to give you some fundamentals as to how they should be 
designed. 

W. F. WOODBURY ( Controller , The Wahl Company, Chi- 
cago, Illinois) : Does he mean in checking the labor standards he 
has a more wide-awake foreman in checking on the spot, plus 
daily information? 

MR. JONES: I think we have to have a wide-awake fore- 
man because the supervision is all important. In addition to that, 
there is a checker. It is his duty to watch the waste and call 
the foreman’s attention to it. 

I don’t know that I can go any further on that point. I have 
said what I have to say on that. Ten years from now you will 
all agree with me. 

A. 0. HARDING (Cost Accountant, The Hoosier Manufac- 
turing Company, Newcastle, Indiana) : Mr. Jones stated that he 
used the standard costs, as I understand him, in the financial 
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statement. Does lie wait until the end of the year and find that 
he has lost $50,000 due to economic conditions, that sales have 
not been what they should be, and so on? 

MR. JONES: We have a daily statement of operating con- 
ditions, and a monthly statement of profit and loss. 

MR. HARDING: In other words you put your actual cost 
in your profit and loss statement — not your standard, but your 
actual ? 

MR. JONES: Yes. We take expenditures for material, labor 
and burden and throw them all in there. 

CHAIRMAN CROCKETT: Don’t think for a minute that 
Mr. Jones doesn’t know every day the actual conditions in his 
plant. Don’t fool yourself that he lets anything go to the end of 
the year to find it out. 

E. P. BARTLETT ( Accountant , The Ohio Electric and Con- 
troller Company, Cleveland, Ohio) : With a business producing 
to order only, using a job cost system, with fifty per cent stand- 
ard repeat parts and fifty per cent special parts, how would you 
sort standard jobs to avoid repeat recordings and at the same 
time have last costs available? 

Mr. Jones said that the sum total parts produced divided 
by the number of units produced equaled the number of parts 
per unit, but that wouldn’t answer the other question. 

MR. JONES: I also said I wasn’t primarily interested in 
cost as a means of control but that I was interested in daily 
labor performance records and current expense records as a means 
of control. 

In the first place, I probably wouldn’t use a job cost. I would 
use standards, not only on those parts that are fifty per cent 
standard regularly, but I would also use standards on the fifty 
per cent that haven’t been made before. Combine those two and 
you should be able to tell before going into production what your 
goods should cost and not have to wait to check the cost until 
after the goods have been produced. 
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CHAIRMAN CROCKETT: I can’t understand why people, 
who are making special parts never made before, have the idea 
that standards are inconsistent with that, because they are not. 
I don’t care if you have never made a part before, you have to 
have something with which to compare it. You have to have engi- 
neering standards and you ought to have material and labor 
standards, upon which you can set a real estimate. You ought 
to do that before you sell the job. The only difference is when 
you are making the part over and over again, eventually you 
have some historical records which will perhaps help you to set 
those standards a little more accurately than before. 

HUGH J. DAVEY, JR., ( Bobbins Body Corporation , Indi- 
anapolis, Indiana ) : I think the whole bone of contention is that 
there isn’t any one arguing against standards — I think the thing 
was explained in detail sufficiently. Then, another thing, I think 
the question in the minds of a lot of people is how Mr. Jones 
determines the per cent of efficiency of his plant, not knowing his 
actual cost. In other words, he is operating his plant on stand- 
ards and how does he know — 

MR. JONES (interrupting) : The percentage of efficiency is 
just the relation of actual to standard. 

CHAIRMAN CROCKETT: He knows actual costs by de- 
partment, if not by individual parts. 

I will now call on Mr. Jordan to summarize this discussion 
and tie it in with the next session that is to follow. 

MR. JORDAN: I want to say that I am afraid we got all 
off the track this afternoon in that we exhibited a discussion of 
detail costs. 

Mr. Jones and Mr. Baum put up something quite revolution- 
ary in their papers. Both put up a practical side which heretofore 
we have been spending a lot of time discussing in this Association. 
To be very frank, I think but very few of us know what a stand- 
ard is or what standard eosts are. I don’t care whether you use 
actual costs or standard costs if you give your men what they 
want. I don’t care what you use if you give them what they want 
and what they need, after understanding the circumstances, to 
guide them in their work. That is the big point. 
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We get to quibbling around on what a standard is — I get so 
tired of bearing these arguments about standards — this edge 
and the northeast corner of the southwest end or something of 
that kind as if the whole business depended on that. We want 
to weld this chain of having an organization of men, knowing 
what they are doing, what their particular job is, and then know- 
ing how well they are doing their jobs. If the foreman wants 
actual costs, let him have them, but the psychology is to find out 
what he needs with which to control his work. 

Whoever says that a standard changes the next morning, un- 
less it is a case of ripping out the whole machinery, is way off 
on his ideas. Let’s not get off the track of this convention, and 
that is that we must use our gray matter to measure efficiency, 
to make every pencil and pen mark mean something, mean the 
whole story in the control of a business. Present the idea of what 
you think a man ought to have, argue with him, gently, of course, 
try to show him what is best for him, but the main point is to 
serve the firing line of the business with records that will give 
them the information they need. 

I am thoroughly in accord with Mr. Baum’s and Mr. Jones’ 
point, and that is the usefulness of the figures, the facilitating 
use of the figures — they didn’t mean just speeding up work or 
anything like that, but rather to facilitate the planning and speed 
of operations. That is the principle which must underlie all of 
the designing of records, otherwise they become a lot of useless 
junk that will be no good to any one. 

So, let’s not argue any more about whether a standard should 
be round or square; let’s keep before us that one thing. It is the 
hardest thing to keep a convention on the line. We must analyze 
the requirements of the business, and whether it is standard cost 
or actual, we must have before us all the time that psychology 
is what is needed to give the men in the firing line of the business 
that which they need to operate that business. That is our duty 
in business as accountants; that is what we must do. Some other 
time we will “scrap” out whether it is best to have a standard. 
Get the story to the manufacturing men that will give them the 
information they want just as quickly as possible. If we can get 
the woman to the hospital in fifteen minutes instead of three 
hours — all the better. That’s the main point you want to keep 
in mind. Fit the records to the job; that’s what we want. The 
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trouble is with most of us — 111 bet right now that in our plants, 
and I know it is the case in scores of plants, there are records 
that don’t help. I know of one company where the manufacturing 
department and the accounting department hated each other, and 
rightfully so, too, because of the fact that the manufacturing 
department was not getting the service it should have. I have seen 
scores of such eases where there was that chasm between the manu- 
facturing end and the accounting department, and the same 
thing in the sales end of it. That shouldn’t be. That is a two- 
sided thing — no, it is a one-sided thing — the accounting depart- 
ment has for its job the giving to the engineering, manufacturing 
and all other departments, what they need to run the business. 

They say “the way to a man’s heart is through his stomach”, 
and the way to a manufacturer’s heart is to give him somet hin g 
that satisfies him, to help him make goods faster and cheaper and 
with less turnover. If you cooperate to that extent you will find 
out you will hoe a row for yourselves that will grow good com. 


Adjournment 
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PRESIDENT SWEETSER: One of the things we all believe 
in is coordination. We don’t want to build these sessions like some 
of the departments in business are built, with fences around them 
and therefore, Mr. Jordan is going to coordinate yesterday’s 
session with the one this morning. 

MR. JORDAN: We must not misunderstand yesterday’s ses- 
sion. Personally I did not know anything about what the papers 
were going to be ahead of time and I would say that a very 
peculiar happening took place. In the papers stating what records 
to fit to the manufacturing organization, you will notice that 
the preponderance of pressure was laid on something which was 
almost heresy in our Association. 

You have heard talk from the platform many, many times 
during the last ten years about the use of cost records. At yes- 
terday’s session the discussion didn’t, but the papers on the use 
of cost records went to the absolute limit, even to eliminating any 
financial records whatever in Mr. Baum’s paper. I want to bring 
out what that meant. I do not think for one moment that either 
Mr. Baum or Mr. Jones was advocating dropping financial cost 
records. Neither meant that at all. I know that because I have 
talked with them since. What they were trying to bring out was, 
to the “nth” degree, the use of cost records. 

You will remember that Mr. Jones, in his fourth point, brought 
out, in fact, started with facilitative records and also brought in 
historical records as well. You must have the historical records; 
you must have the financial records. That had no bearing what- 
ever on the fact that everything we have discussed for years in 
these conventions still holds. It doesn’t affect that at all and we 
can still have our discussion as to best form of standard costs 
or actual cost for varying types of business. But what they were 
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bringing up, unkn own to us ahead of time, was the “nth” de- 
gree of the use of records. 

You will notice Mr. Baum’s paper was on the basis of no 
money value at all, but don’t forget this — the hours he used in 
his paper were exactly the same hours that become the basis and, 
extended by average day rates paid workers, become the standard 
costs, and eventually make the cost records which will give you 
inventory figures, and profit and loss, and everything of that sort. 
Those things are not to be discontinued at all but cost accountants 
and accountants in general have stayed too long on the orthodox 
plan of simply accounting for money as best they can and have 
overlooked, as brought out by both papers, the enormous field that 
is open to every one of them to bring that down into actual daily 
practice. 

They are not advocating the dropping of financial records at 
all, but they are attempting to bring out the enormous field which 
I believe, personally, has been as yet untapped by cost accounting 
in general. Furthermore, let’s look at another thing. Cost account- 
ing is getting to be a specialized statistical proposition. You will 
find in the past there has been just such a chasm between ac- 
counting and the manufacturing and selling end of the business. 

I am going to bring up an illustration that President Sweetser 
brought up at breakfast this morning. He brought up the speedo- 
meter illustration. He was at a meeting a while ago where a man 
brought that up and applied it very well. As I see the point a 
speedometer is a good proposition. First of all, it gives you the 
speed you are running absolutely as it happens, but don’t forget 
in addition to that you have another dial which gives you the 
number of miles you went for the trip, and it gives you the number 
of miles in total you have been. The papers yesterday dealt more 
with the speed part of it and the actual historical records put 
through the books for control; accounts or cost of articles may 
be well represented by the mileage for the run and the accumu- 
lated mileage will be the general records which form the control 
for profit and loss account. It is all necessary. Historical records 
are necessary, and nothing occurred yesterday to change in any 
way, shape or manner that fact. 

Our first session was on organization and the various jobs 
that men cover, to fix their responsibility. Second of all comes 
the big job of analyzing the situation to know what those depart- 
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merits need with which to do business. Our convention is not so 
much to discuss the actual modus operandi of how to do things 
but it is to bring out how necessary it is and how to go at the 
matter of analyzing what is necessary for certain records to fit 
an organization to give them what they need. An operating man 
in the shop doesn't care a snap of his finger about historical 
records; that is a matter of management. That is the field we 
have all been in in the past and we'll stay there, but we have 
to go further unless we want to be left behind. 

You have to fit your work — you can't have records of standard 
cost or anything else without the standard times and standard 
material and with the standard overheads. But don't let it stop 
at just accounting — arrange and fit it to the organization. That 
was what Mr. Baum was talking about in direct labor costs. 

I'll leave it to you right now — what good does it do you to 
sit down at night and say: “How much money have I spent 
today", and then count your cash and berate your head to find 
out where you spent your money. And then you find out, “By 
golly, I thought I brought enough money with me, but I'll have 
to get a cheek cashed". Instead of stopping to think how you 
are spending the money when you spend it, you spend it reck- 
lessly and then figure out how it went later. That was what Mr. 
Baum was trying to bring out. The time to control cost and make 
cost is while the expense is being incurred, not a month, a week, 
or a day after, but while it is going on, just as closely as possible 
— like the speedometer. 

That was the whole point brought out yesterday. Don't get 
it into your minds that it changes in the slightest degree what 
you are now doing, if you are satisfied. We are not discussing 
whether standards are better than actual cost; that is immaterial. 
The point is here — the chasm between the accounting department 
and the operating department is because practical things are not 
given to the operating men to guide them while they are going. 
Now, why not get into that field ? Why stick to the historical alone ? 
That is the whole point that wants to be brought out. The whole 
object is to paint a picture of setting up an organization and 
setting up proper manufacturing records to back it up. 

This morning we have the necessary sales records to back up 
the Sales Department, something which very few so far have had 
anything to do with. And then within those records this afternoon 
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we are going to try to set standards. Tomorrow morning we are 
going to talk incentives, using all that has preceded, and tomorrow 
afternoon we are going to show results that have accrued in many 
plants as a result of just those things. 

The point is here — to make money is the only objective of any 
manufacturing or selling or commercial organization. How is it 
made? It has to be controlled — squeezed — every penny. The records 
we have talked for years go on just the same unless you can 
better them, but go further than that, get them down to some- 
thing that the cost accountants in general have not yet attempted. 
That was the object of the session in general yesterday, so have 
no misunderstanding. 

PRESIDENT SWEETSER: Thank you, Mr. Jordan, for the 
clear explanation. It gives me great pleasure to introduce Mr. Eric 
A. Camman of Peat, Marwick, Mitchell & Co., New York, who 
will be the chairman of this session. 

CHAIRMAN CAMMAN: This morning we are to continue 
the theme started by Mr. Jordan on Tuesday morning, namely, 
“Organizing a Business for Profit”. 

The preceding session dealt with the manufacturing records. 
Now we are to deal with records to fit the sales and general 
organization. 

Yesterday, under “Manufacturing Records” we talked about 
material control, factory overhead, labor control, normal manu- 
facturing capacity, and waste control. In the field of sales ad- 
ministration the problems are somewhat different. Instead of ma- 
terial control we have to deal with the flow of products, after 
they are made, into the hands of customers. In place of labor 
control we have to deal with the control of salesmen, sales admin- 
istration. We have overhead, of course, in distribution costs, but 
it is of a different character; about the only visible evidence of 
the overhead may be a fleet of trucks, or a number of warehouses, 
or a chain of branch stores. Instead of normal manufacturing 
capacity, we have the problems of market capacity. In place of 
physical waste in the factory we have to deal with waste of effort 
and principally, the waste of lost opportunity. 

The problems relating to and reflected in the manufacturing 
records are more concrete. If we are making a motor and the 
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motor fails to run we can loosen the bolts, take off the housing, 
test the armature, or apply calipers to the shaft and find out what 
the trouble is. But if the motor fails to sell, we cannot loosen 
the bolts to find out why it does not appeal. We cannot remove 
the housing to find out why this particular product is not suitable. 
We cannot test an armature to find out why this product is not 
being properly distributed, nor can we calibrate the efficiency 
of salesmen. 

It seems to me there is another element present in the problems 
of sales administration, namely, that of promotion, as well as 
regulation. Control involves both. Questions to which it is neces- 
sary to find the answers are, where are the customers who will 
buy our products; how much can they buy and when? Who are 
the salesmen and how much can they sell ? What is the profitable- 
ness of sales by class of product, by class of customer, by salesman, 
and by manner of sale ? By manner of sale I mean : stock products 
or special products, products sold through warehouses or sold by 
mail-order, products sold in large or in small quantities. 

It is necessary to know the answers to these questions by de- 
partments on the sales side quite as much as it is necessary to 
obtain manufacturing data by departments in the factory. But 
on the*sa!es side the departments are to be laid out on a map 
of the United States by lines outlining territorial divisions. These 
divisions are the departments, and the products in these depart- 
ments are not motors but dollars of profit. 

I venture to predict that this conception, which was brought 
out in a paper written by William A. Sleeper recently for the 
Investment Bankers Association (Mr. Sleeper is a member of the 
N. A. C. A.) will grow and I would not be surprised to find that 
we will come to treat selling departments more as we treat manu- 
facturing departments, applying selling expenses more on the 
basis of time. 

Finally, a further difference in the problems on the sales side 
is that effectiveness has a more marked effect upon the profits 
which are the central idea of our program. The effectiveness of 
the organization in these departments is more noticeable in the 
profit and loss account. For example, if we make two motors 
instead of one, the cost is almost doubled, because we must buy 
additional material, use additional labor, and some additional over- 
head ; but on the selling side, if we sell two motors instead of one, 
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the gross profit on the sale of the second motor is largely clear 
profit, because selling costs are mainly fixed. 

Our speakers this morning are going to deal with the subject 
of “records to fit the sales and general organization. ” It would 
be unwelcome of me, I am sure, to stand here and take up more 
of your time, when they have so much to say. The speakers are: 
Mr. D. C. Lowles, Auditor of the Perfection Stove Company, 
Cleveland; and Mr. S. C. Allyn, Treasurer of the National Cash 
Register Company, Dayton, Ohio. 

The papers are so arranged that they will fit in logically with 
the main program. Discussion will follow each paper. 

Please bear in mind these men have taken the time and trouble 
to come here in order to give what they can for your benefit. Show 
your appreciation by asking questions. Make your questions snappy 
and stick to the point, but remember, ask questions. 

It gives me pleasure to introduce Mr. D. C. Lowles, Auditor 
of the Perfection Stove Company, Cleveland, Ohio. 


SETTING UP THE RECORDS TO FIT THE SALES 
AND GENERAL DEPARTMENTS 

D. C. Lowles 

Auditor, Perfection Stove Company, Cleveland, Ohio 

I N this particular section of our program on 4 4 Organizing a Busi- 
ness for Profit’ * we are urged by our General Chairman, Mr. 
J. P. Jordan, not to overlook that very important factor of 
4 4 Profit”. It is not enough to simply set up 4 4 Records”, and to 
devise Systems, or to produce beautiful and interesting Reports, — 
but all these must contribute to 4 4 Profit”. Therefore I am going 
to try and keep this requirement in mind, so that any recommen- 
dations made to you regarding Sales or A dmi nistrative Records 
may pass the 4 4 acid-test” of helping to maintain or add to Profits. 

Records of themselves, of course, are dead and uninteresting 
things, and may be filed if you please in dull and dusty volumes 
in a 4 4 Hall of Records” such as many of our governmental depart- 
ments maintain, — to decay with the passing, years and become fit 
food for rats and roaches, until utterly destroyed. So it is then, 
not Records themselves but the use made of Records which really 
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counts in the final Profit column. That is the gathering in and 
setting down of facts, statistics and operations, in a logical, or- 
derly manner and the intelligent interpretation of what is thus 
recorded for furthering the interests of the business and making 
management properly effective. 

Needless to say Records must be accurate. This, I think:, is a 
prime essential, although we all appreciate there may be certain 
non-accounting records where an absolute mathematical accuracy 
is not practical. But for accounting records, accuracy is quite 
necessary and any compromise therewith may have serious results. 
Only a few months ago I learned of a large industry whose interim 
quarterly reports based on book inventories were so inaccurate 
that when the final report of the year’s operations — which hap- 
pened to be the first year under a new management — was issued, 
with the final figures adjusted of course to an actual physical 
inventory, the variation in earnings was so great that the stock 
slumped tremendously and several officials were removed. 

Simplicity is almost, if not quite, as essential as accuracy in 
the records we are considering. Do not try to get too much into 
any one record — it only complicates things and makes it more 
difficult to obtain accuracy — and it very much reduces the pos- 
sibility of obtaining satisfactory record clerks. So be sure your 
records are clear, concise and easily understood without redun- 
dancy of any kind. 

Records in the field we are considering are usually of two 
kinds, — 1. Accounting, 2. Statistical, the first including all essen- 
tial Financial and Accounting records and the second those other 
records that are kept for the better information of the manage- 
ment and which are too often left out or but poorly used. Both 
kinds may be further subdivided into (a) permanent or major 
records and (b) temporary or supplementary records. 

With these few preliminary remarks let us now proceed to 
cases — and consider the necessary operations or functions for 
which records are required. To save time and enable you better 
to concentrate on the subject matter, I have had prepared and 
placed in your hands a list of some of the essential records, form- 
ing the backbone of the record system. This list is of necessity 
incomplete, but it may be of value in giving you a minimum re- 
quirement which can be expanded as occasion requires. 

You will note that this list does not include the general and 
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private ledgers, nor the general cash book which are common 
to all types of business and any discussion of these perhaps would 
not be of interest and would detract from the time we need for 
other records. 

We must assume that the Manufacturing department have 
their job done and that their records are completely set up, as 
that has been fully covered in the preceding session. Therefore 
I am starting out with the Selling function and the records 
it is necessary to provide to take care of this function satisfactorily. 

Before any product can be sold, the field it is proposed to 
cover first must be surveyed, divided into sections such as States, 
Counties, Cities, etc. and the available facts recorded that relate 
to the business we have to do. This requires a statistical record, 
preferably perhaps in card or loose-leaf form, and on it may be 
recorded such facts as population, income, both manufacturing 
and agricultural, number of dealers of the type that we desire 
to sell, — if selling through dealers is contemplated, — automobile 
registrations, water, gas, and electrical connections, principal in- 
dustries, month of largest income, etc. All information of this kind 
should be shown comparatively whenever possible, so that the 
trend up or down can be noted. The record also should provide 
space in which to enter the actual sales results accomplished year 
by year by the industry using it. It is important to -note that 
this is a record by geographical units such as Counties, which 
can be grouped to form larger units or territories, and yet are 
capable of being re-grouped at any time into other major group- 
ings, or into different territories whenever revisions are desired. 
(See Figure 10). 

As this first record concerns the field to be covered, a second 
record is required devoted to the prospects it is planned to turn 
into customers and to the sales made to these customers after 
they come into the fold. There are innumerable forms and styles 
of such a combined sales record and prospect list — the popular 
form at present being either a visible card or a visible loose-leaf 
sheet. These sales record cards can be grouped into as many divi- 
sions or sections as is desired. Probably a territorial division by 
salesmen, also separated by States and Counties will be found 
most useful. 

It is important to remember tbat on the proper setting up 
of these two records — involving as it does, careful comprehensive 
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County card - (jrcnt ) 



The reverse of this card shows a record by years and by lines of product, of 
the units Bold in the County, 

Figure 10 

surveys and investigations, — depends very much the economy and 
effectiveness of the initial sales effort. Far too often much time 
and money is wasted trying to sell refrigerators to Eskimos and 
fur coats to Sandwich Islanders. In other words, a sales organiza- 
tion is set up which is doomed at the start to a complete or partial 
failure, which might have been avoided had certain facts and 
conditions been known beforehand. 




106 


SESSION III 


Together these two records should help determine advertising 
policies, location of branches or warehousing points, number of 
salesmen required, etc. and they can also be used as a follow-up 
record for all promotional activities. (Figure 11.) This sales record 
card is used for recording calls made by the salesman and is 
also the card on which discount qualifications are noted, so that 
it is referred to by the order clerk when approving customers’ 
orders. 

Before a sales force can be set to work to obtain orders they 
must have something to sell, so for the purpose of this study we 


ialoi fcetcri Card 
.ixo e* X 5" 


will assume that we are dealing with the selling end of a manu- 
facturing business maintaining warehouse stocks of finished mer- 
chandise at various points. Some form of record then will be 
needed for such warehouse stocks on which to enter the merchan- 
dise received from the factory, the shipments made to customers 
and the stock on hand. There are wide variations in stock records 
depending upon the kind of merchandise handled, the number 
of items in the line, and the rapidity of movement. Small items, 
such as plumbing goods, general hardware, etc., are often con- 
trolled only by frequent inventories, and by recording shipments 
in total at each inventory period, and ascertaining the quantities 
shipped solely by difference — that is by adding receipts to the 
previous inventory and deducting the new inventory, — the diff- 
erence then being shipments. This method is reasonably satisfac- 
tory where large values are not involved. Larger and more im- 
portant items can be recorded individually as transactions occur 
by using a card record similar to that illustrated in Figure 12. 

A plan that has worked exceptionally well where not too many 
kinds of products are involved, is that of a daily warehouse report 
(Figure 13) on which is entered at the beginning of each day’s 



Figure 11 
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work the inventory or balance on hand from the previous working 
day. Then entries are made for all receipts and all shipments, 
these latter being entered individually giving the customer’s name 
or name of party to whom shipment was made. This report may 
be in duplicate or triplicate as the needs of the business require 
and forms a balancing record for proving the billing as to quan- 
tities. If a continuous audit is made, then one copy of this report 
can be given to the auditing department accompanied by copies 
of the customers* invoices. This record being a daily report that 
must be kept up, it obviates the necessity for any other stock 


Finished Stock Beccrd 
Card 8*5 



Figure 12 


record, as the book inventory is shown daily, and it provides a 
complete record of shipments. 

Without a separate stock record, however, some way must 
be provided for showing the movement of finished product and 
possible future requirements, so that orders for stock may be 
placed with the factory intelligently. This can be accomplished 
by means of a periodical report issued twice or three times a 
month, which report will show — 1. Orders on hand unfilled, sep- 
arated by current month, next month and later, — obtained by an 
inventory of all unfilled orders, 2. Stock in warehouse, 3. Stock 
ordered, which can be divided into in-Transit and Not-Yet-in- 
Transit, 4. Shipments to date — This Year and Last Year, 5. Ship- 
ments entire year last year. If desired, columns may be provided 
also to show “Orders to date” this year and last year, so that 
comparison can be made of the relative demand as well as ship- 
ments, the figures being obtained by simple addition of the ship- 
ments, as entered from the tabulations, and the inventory of 
unfilled orders. Consolidation of these reports for all warehouses 
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will then give the factory an excellent picture of current require- 
ments in the field. 

I have said here that shipments can be entered from the tab- 
ulations and just want to add the comment that where classifi- 



cation of shipments is desired the tabulating or punched-card 
method will be found most satisfactory. By using such a card, 
shipments can be classified under date of shipment by quantity, 
kind and style of product, — by price and discount, — and by county, 
salesman, warehouse, and district, so that accumulations may be 


Figure 13 
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made of any data desired and corresponding comparative reports 
prepared. 

Now to return to selling, which we left a moment ago in order 
to discuss warehouse records covering the product itself, it will 
probably be of interest at this point to consider briefly the setting 
of a quota for each sales representative and for each selling field 
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based upon the statistical record already mentioned. Obviously 
in any new set-up — either a new industry or a new product in 
an old industry — it is not possible to use previous sales records 
as a guide. But it is possible, and quite practical, to determine 
those factors which affect the market for the product and to 
estimate the importance of the competition which has to be met. 
Trying to sell refrigerators to Eskimos is but a few degrees more 
foolish than some of the selling that is attempted without a proper 
survey of the possibilities for profitable operation. To discuss in 
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detail the manner of setting such quotas is beyond the limits of 
my subject, but having made our study and established our quotas 
we need a record of them, which may be in loose-leaf or any form 
desired. A satisfactory record for reporting results to the sales- 
men is illustrated in Figure 15 showing “ Total quota” set, the 
“results-to-date” in units and percentage, and the “bonus 
earned”, if any. In the case of a new industry or a new product, 
a bonus is not usually paid for the first year since there are too 
many uncertainties. 

Let us assume our men are now in the field booking orders. 
Many forms are required such as route sheets, order blanks, re- 
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quests for advertising, call reports and, of course, expense books. 
These are the common necessities and need no special considera- 
tion as records. However, I do think each salesman should carry 
an order record of his own arranged by customers, in which he 
can enter the date of each order and quantities booked, also all 
mail orders which ought to be reported to him by the office. A 
loose-leaf book of convenient size with a page for each customer 
is best and this book can be sent into the office once a year to 
be checked with the sales record (Figure 11) and to have the 
total year’s business in dollars entered on each sheet. This becomes 
a very valuable record on the territory, particularly when chang- 
ing salesmen, and makes it possible to see that all items of product 
are given consideration. (See Figure 16). 

In some cases, when orders are received in the office, an order 
register or record is used, so that each day’s orders can be valued. 
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have a shipping date assigned, and be cheeked off after shipment. 
If, however, orders are shipped promptly, with very few futures 
and if shipments from stock are balanced against the billing daily, 
an order register is hardly necessary and too often becomes just 
another item of red-tape to cause delay and additional expense. 
If shipments are likely to be delayed copies of orders can be filed 
in an unfilled order file and arranged either alphabetically or by 
estimated date of shipment. 

We have discussed already the warehouse or shipping record, 
so we can now consider the records relating to billing and ac- 
counting. The invoice is made from the order after shipping in- 
formation is entered on it, or from the shipping order if a separate 
form of this kind is used. Sometimes the invoice is just a carbon 
or duplicator copy of the order and requires only completion with 
shipping date, route, price and extension. It is usual to make 
invoices in more than one copy, an original for the customer, an 
accounting copy for permanent record and posting to the ledger, 
and one or more copies for statistical purposes. The accounting 
copies of invoices can be recapped for the ledger control on loose 
leaf sheets or in the journal as found most convenient, while the 
statistical copies can be used for any kind of sales distribution 
statistics, by using the punched cards previously mentioned. 

Posting to the ledger is a simple operation and need not be 
discussed here in any detail. Where the volume of transactions 
is heavy some method of machine bookkeeping will probably be 
found most satisfactory with a loose-leaf or card ledger. My own 
experience is favorable to the card ledger mechanically posted, as 
being faster to operate, more flexible for follow-up and credit 
purposes and easier to audit. On the ledger card or sheet should 
be noted sufficient credit information to facilitate approval of 
orders. With a credit rating and assigned credit limit on the 
ledger, where the operating history of the account is recorded, 
approval of normal orders is done very quickly. For unusual items 
or new accounts, reference to the credit file or special inquiry, is 
in order. 

The ledger, if of any size, is usually separated into convenient 
units with a control record for each unit. This makes end-of-the- 
month balancing simpler and more certain. Prompt removal and 
segregation in a special file of dead and inactive accounts is 
also an advantage in handling the active ledger. 
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A word on remittances received from customers. An interesting 
remittance register for handling these is illustrated in Figure 17 
— which is especially useful in branch office accounting work. Re- 
mittances as received are cheeked with the ledger record and the 
items paid marked off with the date of settlement, while notation 
is made of invoice dates, discount, etc. on the customer’s letter or 
a small data slip. Then the remittances are typed on the register, 
which for branch offices is made up in duplicate. The total of 


Record of Renittances received - Punched sneets z en- 



cash received is the same as that of the bank deposit and a dupli- 
cate of the deposit slip stamped by the bank is attached to the 
copy of the remittance register which is sent to the main office. 

Any transfers or journal entries for the ledger are typed on 
journal vouchers made up in duplicate, a copy being sent to the 
main office accounting department. The control of a branch office 
ledger is comparatively simple, being — a. Gross billing less credit 
memos, if any, as received with the daily warehouse reports, added 
to the previous trial balance, — b. plus or minus journal entries, 
— c. minus remittances and cash discounts, will give the net bal- 
ance of outstanding receivables. 

Operating records for the sales and administrative depart- 
ments will tie up particularly with the expense ledger, entries 
for which come from the purchase invoice record and the cash 
journal, and also by journal vouchers from the general ledger. 
Purchases are naturally heavier in the manufacturing division 
than in the sales and administrative end of the business due to 
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purchase of raw material and supplies as well as machinery and 
plant equipment for manufacturing. Where the sales and general 
offices are maintained at the factory, most supplies will be handled 
through the factory stores department. As all such records have 
been covered in the session on “Manufacturing Records” we do 
not need to consider them here. 

Branch offices, controlled by a head office, can use a simple 
form of cash disbursement record, typed in duplicate, the original 
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to be sent to headquarters with all proper vouchers duly ap- 
proved by the manager or some other responsible officer. This 
is the authority for re-imbursement by the chief cashier to the 
branch imprest fund. The duplicate record is to be kept at the 
branch. (Figure 18). Audits are made of course from the originals 
and not from the duplicates. The pay-roll can be handled in a 
similar way, but preferably on a different form, and, if desired, 
checks of a different series can be used, the total of these pay-roll 
checks being covered by one check on the imprest fund, so that 
too much publicity is not given to the pay-roll items. Where pay- 
roll disbursements are heavy a special pay-roll account can be 
carried at the bank in which is deposited the total amount and 
which should clear itself automatically each pay period. 
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In connection with the pay-roll there should be maintained 
some form of employees’ record — if only a simple card, giving 
name, address, age, married or single, date employed, position, 
salary or wage rate and approval. This would be a permanent 
record showing all promotions and changes, and when the employee 
leaves should be filed in an “ Out-of-Service’ ’ file for reference. A 
supplementary file can be maintained for school certificates, medi- 
cal examination reports, references, data on fidelity bonds etc. if 
such are used. 

Before setting up the records of departmental operating 
expense, some sort of budget or estimate should have been made so 
that actual expenses as they occur can be compared with this budget 
or estimate and kept within reasonable limits. This should be done 
not only for dollars of expense compared with the dollars estimated, 
but also for ratio of expense to sales or income compared with the 
standard ratio set up. If sales increase very much beyond anticipa- 
tions, the expense ratio should fall, while a decreased sales volume 
will result in an increased ratio of expense, at least until cor- 
rections can be made in the method of operation. 

Detailed reports of operating expenses for sales departments 
particularly, should then show comparisons both in dollars and 
percentages. We do not need to illustrate a detailed expense report, 
but a sales and operating statement for a sales district showing both 
these comparisons and also actual versus standard margin will 
probably be of interest and is therefore illustrated in Figure 19. 

A similar consolidated statement combining all sales districts 
can be made, so that the results of any one district can be compared 
with the total average ratio of all. Reference can be made always 
to the detailed expenses making up any sub-total where the figures 
look out of line. For instance on “Territorial Expenses” the records 
of each individual territory can be referred to, from which we can 
see the sales, calls made, miles of automobile operation, and special 
expenses of every kind with the average expense cost per day, 
compared with other territories. Continual comparison is the secret 
of effective control. 

Administrative departments are treated in the same way except 
that the cost of these departments is figured in percentage of total 
income. These departments are not quite as flexible as are the sales 
departments in the field and their volume of work is not always 
directly relative to sales. This is true obviously of an advertising 
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Figure 19 
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department where the work done depends upon the advertising 
program laid out and the appropriation provided, although even 
here the percentage cost to sales should be shown, as, after all, the 
sales income must pay for it. 


Pinal Operating cr Shading Eeport issued Monthly 



Figure 20 


A simple report or profit statement for showing selling and 
administrative expenses in relation to net sales is illustrated in 
Figure 20. This report may carry as much detail as is required, 
but it is usually better to show the detail elsewhere, such as the 
Total District Operating in Figure 19, carrying only the total 
forward to this profit statement. 
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This, again, is supplementary to the general statement of gain 
or loss, into which finally the work of all these records must merge, 
and it is in order to make the result a gain rather than a loss 
that we are particular to see that the records are properly set up. 
No one is in as good a position as is the accountant to see that 
these records are all they ought to be and I would suggest therefore 
that in every institution some one individual — the chief accounting 
executive or an assistant — be made responsible for all forms and 
systems, to be the “clearing house” if you will for the records used. 
The coordination of departmental record work, the avoidance of 
duplication and expensive reports, demands some centralized 
authority and responsibility. 

It is impossible, within the limits of one short paper such as 
this, to present all the records to be used in sales and administra- 
tive work, neither have I attempted any discussion of the balance 
sheet or the universally obvious records, but I have tried to give 
you an outline of some of those that are essential and of some 
interest — yet which can be enlarged indefinitely or elaborated 
upon at your discretion. 

CHAIRMAN CAMMAN : It seems to me Mr. Lowles has 
adhered admirably to the topic. He stuck strictly to the subject 
and has brought you a number of illustrations of records to fit 
both the selling and the general organization. Mr. Lowles will be 
glad to answer any questions you may have. 

W. A. RUTZ: (American Multigraph Company , Cleveland , 
Ohio): I would like to ask Mr. Lowles, in setting standards or 
quotas for various territories, your standards are set prior to the 
first of the year. Take, for example, the Chicago territory, you 
will set a quota along about in November or December, or probably 
before that, based on that particular manager's contact in the 
Chicago district. Along about April, May, June, or the first of 
July, you make a change of managers. How does that affect your 
standard or quota? 

MR. LOWLES : It doesn't affect it. The quotas are set by the 
auditor and statistical department and they are not changed. 
Neither does the change of a salesman; if a salesman leaves after 
four months work, the new salesman gets that portion assigned to 
the first man. 
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MR. RUTZ : In other words, von do not take into consideration 
that man’s personal contact in the particular territory? 

MR. LOWLES: No. 

CHAIRMAN C AMMAN : I think you can probably get that 
point cleared up in the session on quotas. 

N. J. BOWNE : I hope this is to the point. In connection with 
the statistical survey, is it made by or under the jurisdiction of 
the sales organization, or under or by the general management? 

MR. LOWLES : The survey is a statistical proposition and we 
have a statistical department — what we call a statistical and com- 
mercial research department — that makes that study. That happens 
to be under the auditor, which is not a necessity and is an 
accident, but the statistical department makes the survey, and not 
the sales department. They make it for the sales department. 

W. B. McCLOSKEY : (Cost Accountant , The National 
Fertilizer Association , Washington , D. C.): I would like to ask 
on what basis or percentage, referring to Figure 20, are general 
sales and advertising expenses distributed ? 

MR. LOWLES: For the purpose of this statement they are 
included in the total. In other words, total sales expense and total 
advertising appear here. It happens to be figured on this report 
as a percentage of sales, but that is not necessary. Sales expenses 
are allocated but that question would require too long a discussion 
to be included here. 

C. W. HALLIGAN: (Manager, Accounting Department, 
Rubber Manufacturers Association, New York City) : Do you 
find it necessary to control your branch warehouse stocks by size 
and type, from the main office ? 

MR. LOWLES : Yes. 

O. E. COPE: (Auditor, Gardner Denver Company , Quincy, 
Illinois): Do you keep a stock record in addition to the report 
which is sent in daily ? 
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MR. LOWLES: No. I mentioned in tlie paper that there is 
no other stock record than that daily report. 

MR. COPE : What method do you use in ease you happen to 
get a branch man or salesman who fails to report the stock cor- 
rectly? Do you have to take his report? Suppose he sold some stock 
and didn’t report it? 

MR. LOWLES: It is a continuous audit. You might have to 
have the other record. That is the reason I illustrated it. 

H. E. SONES: Is your advertising department record com- 
bined with your sales records, showing your district in which you 
are going to spend your money for advertising, based along with 
sales quotas? 

MR. LOWLES : The program is based entirely on the statis- 
tical information carried on those cards, which is Figure 10. In 
other words, the location of the business in geographical units 
forms the distribution of advertising appropriation. 

MR. SONES: Do you attempt to show the cost per unit for 
advertising by district, that is, to show whether you are spending 
too much money in one district to sell a certain unit? 

MR. LOWLES : No. Only by product. 

C. H. TOWN'S: Are the people who prepare these reports 
that are made up by the district office under the supervision of 
the sales department or the auditing department? 

MR. LOWLES: The branch organization is entirely under 
the supervision of the branch manager and all the branch mana- 
gers are under the supervision of the general sales manager. The 
auditor has control entirely of the functions of accounting and 
auditing and statistics, but he has no control of individuals. 

W. F. WOODBURY: In regard to Figure 10, where do you 
obtain the information and how often do you change it? 
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MR. LOWLES : In Figure 10, statistical information for 
counties, and so forth, is obtained from governmental sources, a 
national conference board and any and every possibility that we 
can find. We have found it necessary to go to Washington and 
get the government to change the method of reporting the census 
information in order that we might have correct data for these 
reports. We get information wherever we can find it. 

MR. WOODBURY : How often do you change that informa- 
tion? 

MR. LOWLES: That information is kept up to date. It is 
changed whenever it is necessary. 

JOHN P. VANCE: ( Comptroller , Caslon Company , Toledo , 
Ohio ) : Do you ever find it necessary, in your sales expense items, 
to register the salesmen's expenses and time by customers or calls? 

MR. LOWLES : Yes, we report the calls and note the expense 
per call so we can allocate that at any time and cut out calls that 
are too far afield. We cut out customers who do not buy enough to 
make it worth while to call on them. 

G. A. WARE : On Figure 19, is the net gain or loss from the 
budget carried forward and tied in with a yearly budget of ex- 
pected profits? 

MR. LOWLES: Yes, it is. We do have, in setting up the 
budget, a budgeted profit for the year. That is consolidated so we 
can tell where the losses are, but it is a memorandum report only. 

C. A. RENARD: ( Auditor , Ralston Purina Company , St. 
Louis , Missouri) : On Figure 16, you indicate that you show your 
quota and accomplishment in dollars; also, in units. What good 
do you get out of the dollar items ? 

MR. LOWLES : The advantage in showing dollars as well as 
units is that the man will sell higher priced merchandise. In other 
words, you increase your sales total; also, you increase your total 
manufacturing without using up your sales possibility. For ex- 
ample, if you can sell a customer a $500 item instead of a $100 



122 


SESSION III 


item you have used one prospect but you have five times the 
manufacturing units, and that is worth while. 

P. L. JACOBY : (Manager of Cost and Statistical Department , 
Ralston Purina Company, St. Louis , Missouri) : How does a 
price change affect the dollar amount on this report — Figure 15 ! 

MR. LOWLES: Price changes today are not important. If 
they were we would revise the quota. 

J. E. HORN: ( Comptroller , Bakelite Corporation , New York 
City): On Figure 20, is this statement also prepared according 
to district, and is each district given a copy of its own report ? 

MR. LOWLES: Figure 20 is a final operating or trading 
report. It includes totals brought from other reports. The district 
final report is similar to Figure 10. The district is not transferred 
into final profit but only against what we expect it to do. If the 
district is allowed twenty per cent to sell, that is all we charge 
against the district. 

MR. HORN : Is each district informed of its net profit or only 
its gross profit ? How far down the line is this information handed 
out in each district f Does it stop with the district manager ? How 
far down the line is the information on the final operating state- 
ment handed out f In other words, what executives get this informa- 
tion! 


MR. LOWLES: The district operating statement goes to all 
managers. They get a copy of their own operations. They also 
get a copy of the consolidated report which is the same as Figure 
19, but covers all districts. Figure 11, which covers final profit, 
goes only to the directors. 

A. J. C. BEACROFT: ( Auditor , Roller Bearing Company of 
America , Trenton, New Jersey): Do you show any record of 
canceled sales or return sales! 

MR. LOWLES: Yes, we keep a record monthly of sales that 
are canceled, subdivided according to the reason. Most of the 
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reasons will fall under the heading of credits. There are very few 
cancelations due to other causes, although on a new product you 
will get quite a number of returns, and we do keep a report of that 
kind. 

MR. BEACROFT : On Figure 15, does that show the net sales 
by territory? 

MR. LO VVXiES : Yes, by territory. 

MR. C. C. JAMES ( General Auditor, Westinghouse Electric 
& Mfg. Co., Pittsburgh, Pennsylvania) : On Figure 19, will you 
please elaborate upon the last four items. 

MR. LOWLES: The “marginal allowance” is the actual and 
the amount set up in the budget. If we allow a district twenty per 
cent to operate for the year that is its allowance. Now, that twenty 
per cent operating expense is allocated by months according to 
the sales expectancy. Four months, five months may cover five- 
twelfths of the sales. Therefore, under the budget column you will 
see a budget for the month on expense and a budget for the year 
so that the marginal gain or loss is shown, first, against the total 
of twenty per cent ; second, against the anticipated expenditures of 
the twenty per cent to that date. 

C. W. GLEASON, C. P. A., Cleveland, Ohio : There are certain 
variable sales expenses over which the sales manager has control. 
Should the budget on these items be set at so much per unit and the 
budget figured by the accountant when the actual volume for the 
period is known or should the expense be budgeted on the number 
of units given in the quota? 

MR. LOWLES : There are a number of items in sales expense 
which are variable. When that budget is set they must be based 
upon the quota of sales which you are assigned. If those sales vary 
during the year you have two ways to cheek it, percentage and 
dollars. I don’t know whether I have answered your question or 
not, but to go into budgets is quite a long story. 

CHAIRMAN C A MM A N : I’m sure we are all sorry we have to 
stop Mr. Lowles at this point in order to permit Mr. Allyn to have 
some time left. 
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Mr, Allyn has made the trip here today at some sacrifice with 
the sole object of speaking to you on this program because of his 
interest in it, Mr, Allyn needs no introduction ; we have heard him 
before on our program. So without further delay, I have the honor 
to introduce Mr. S. C. Allyn, Treasurer of the National Cash 
Register Company of Dayton, Ohio. 

SALES RECORDS 

S. C. Alltx 

Treasurer, Xational Cash Kegister Company, Dayton, Ohio 

I T is a pleasure to be with you and take part in the work which 
our association is doing. 

When Dr. McLeod asked me to speak on Sales Records, I was 
interested because I am of the opinion that accountants as a rule 
do not pay enough attention to the sales end of a business. This day 
and age of business is such that the accounting officer should 
function closely with every branch and phase of the business. 

My idea of an accountant may be entirely different from that 
of many other people but I believe the accountant of the future is 
going to look ahead more and keep more in step with the rest of 
the organization. He is not going to be looking backward when the 
sales and other departments are looking ahead. 

I am not going to read a paper. I am going to use charts and a 
blackboard. Let me say in the cash register business we always 
use charts, because we believe in teaching through the eye. We 
think it is more effective. What you see you believe and understand 
more readily than what you hear. 

I always have thought that the function of accounting is to 
render a service to management. If sales records are necessary for 
closer and more effective supervision, then the accounting officer 
is interested. 

In order to explain our sales records, it is necessary first to 
explain our sales organization and our quota system. We divide 
the entire United States into 6 sales divisions. 


Northeastern 

Southeastern 

Northern 


Central 

Southern 

Pacific 
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These divisions are subdivided into sales agencies, each of which 
is in charge of a sales agent, who in turn divides his agency into 
territories, each of which is in charge of a salesman. Each sales 
agent carries a quota for his agency and each salesman carries a 
certain quota for his own personal territory. 

It is necessary here to explain quotas and how they are set. 
In establishing quotas, the units are expressed in points, each 
point representing $25.00 in sales. For example, if a salesman sells 
a $500.00 cash register, his record would be credited with 20 sales 
points. Quotas are established on three things : 

(1) Merchant population. (Most important) 

(2) Past experience. 

(3) Local conditions. 

Quotas set are possible of obtainment. Take a typical territory 
for example. I picked one out at random, Jackson, Michigan ter- 
ritory. (See Figure 21). 

Consists of 5 counties. 

Merchant population — 1376. 

Quota for this territory — 270 points. 

N i I . /-< /l/, mi i ! 
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The agent divides this territory into four subdivisions with a 
quota of 100 points for each subdivision. The agent has four men 
working with a quota of 100 points each, or 400 points, whereas 
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Figure 22 


his agency quota is only 270 points. Hence if one salesman falls 
down, the agency quota can be obtained. 

Now we come to the question of records. When an order comes 
to Dayton, it goes to our agents’ records division. We distribute 
these orders by divisions, viz : northeastern, central, etc. At eleven 
o’clock every morning a report is sent out to every agency of the 
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orders received by divisions. In the afternoon, a bulletin is issued 
to the factory shoving how many points were received today, how 
many for the month to date, the percentage of quota for each 



Figure 23 


division and a comparative standing for the same day of the 
previous year. We want our men in the factory, and through the 
offices, as much interested in the sales as are all the rest. That is 
the first report we prepare — our daily report by divisions. 

Our next step is a summary by all the divisions (Figure 22), 
showing the number of machines sold, the sales points and the 
percentage of quota obtained. After we get that information on the 
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divisional reports, we analyze these records by agencies. (Figure 
23) On tlie agency record we show the customer's name, city, state, 
register price, points, type of business, terms, salesman credited, 
and other detailed information. 

Twice a week we get out what we call a regular blackboard. On 
that blackboard is every man in the American selling force. It con- 
tains approximately 1500 names. It shows each man's quota. It 
shows the net points he has secured from January first to date and 
the number of points from the first of the current month to date. 
This blackboard, in my opinion, is one of the best aids in producing 
business. Every salesman is watching his record as well as the 
record of others. They are wondering “How do I stand, and how 
does the other fellow stand?” 

We issue monthly records. These are issued in book form. 
Every member of our American selling force receives a copy of 
this report. Figure 24 shows the sheet in this book covering the 
Jackson territory. We want to grade every salesman on every 
measurable basis we can. We want a man not only to be a good 
salesman but to be a good collector and to secure orders on good 
terms. There is much information in this monthly report. 

We prepare sales records by counties. We are keenly interested 
in the amount of business each county produces. We watch those 
county records with much interest. (Figure 25) The sales depart- 
ment will follow up the records and find out why a salesman is 
not producing more business in any particular county. These 
records are published in comparative form for a period of years. 
(Figure 26) These reports are in the hands of the selling force. 
You can tell how much business was produced in any year in any 
county or territory. 

We are always using our records in every way we possibly 
can. We go even further. The orders, after they are hilled, go to the 
statistical department where we prepare reports by types of 
business. We are now selling 350 different lines of business. We 
want to know what we are selling to drug stores, how many to 
grocery stores, department stores, restaurants, etc. Then we analyze 
these records by agencies to see whether each agency is selling all 
of the different lines of business and the type of register being sold. 

We know, for example, that the machine best adapted for 
the average drug business, sells for $600. Perhaps we go into a 
territory and find a $100 or $75 machine being sold to this type 
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of business. We are interested to find out why this salesman can 
not sell the drug stores the type of machine they should have. We 
send a special man from Dayton to help agencies that are not 
measuring up to our standards. 

SALES UOTffi YFAK ms quota no SAIFSMj tort* 
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management. Sales records and the setting of quota are excellent 
things but their real value lies in the use which is made of them. 
The first thing we do is to give publicity to our sales record. 



Figure 25 


The use of our sales records creates a spirit of rivalry and pride 
in the personal record. We strive to build up a spirit of rivalry 
between divisions. Our first thought of each salesman is to get our 
men to secure quota and then to better quota. 

We start on a yearly basis. We have the Hundred Per Cent 
Club. This club was organized 20 years ago. To qualify, a sales- 
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man must secure 100% of Ms yearly quota, with a minimum of 
1,200 points per year. The men who qualify for the Hundred 
Per Cent Club are brought to the factory and a convention is 
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Figure 26 


held in January. All expenses of these conventions are paid by 
the company. We put on regular selling programs illustrating 
the best selling methods in pageants and playlets. 

During recent years we have varied our program. We have 
brought our Hundred Point Glub to the factory for the first three 
days and then to New York for the remainder of the week. Time 
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in Dayton devoted to selling, time in New York devoted to en- 
tertainment. We have taken our Hundred Point Club to Bermuda, 
California and to Havana with the entire expense paid by the 
company. It is a big factor in building up our sales and the 
biggest inducement we can offer for extra effort. It is the one 
big contest which starts on January 1 and continues until the 
sales agent or salesman has secured 100% of his entire year’s quota. 
We are constantly watching progress of members of our field force 
during the year, checking them on whether they are candidates 
and encouraging and stimulating these men to travel at a 100% 
gait. You should see the effort put forth at the close of the year 
by the men to qualify, particularly if they are within striking 
distance. 

We hold the Hundred Point Club Convention the fourth week 
in January. In order to prevent our salesmen from resting after 
the year is over we offer good cash prizes for all those who come 
to the convention with their January quota. A man is proud to 
come in as a “one hundred pointer”; he is also proud to come 
in and say, “I have my quota for the month of January”. 

Sometimes the men run an “appreciation month” — usually in 
February. We work out the details for them and the men run 
it themselves. If a salesman is a good loyal employee he doesn’t 
want to have a bad month in February because that is “apprecia- 
tion month” to the Company for the many things the Company 
does for him. 

In March, we start our “Four Months Contest.” That is for 
March, April, May, and June. We send out a prize catalogue dis- 
playing many useful prizes which can be won. Lists of prizes from 
which the salesman may make a selection if 110% of his quota 
is obtained, more expensive lists of prizes for 120%, another for 
130%, etc. To whom do we send this prize catalogue? We do not 
send it to the salesman; we send it to his wife. The wife likes 
to pick the expensive prize which requires a large per cent of 
quota to win. 

In May we always put on an unusual contest. This year we 
are building a big addition to our plant. We thought we would 
put on a building contest for the selling force. We wanted the 
men in the field to feel they were helping to build that building. 
It was also the fiftieth anniversary of the Company. We sent out 
to every salesman in the field the picture of the plant which we 
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are building. We have pitted every agency against some other 
agency. We wanted them to make a completed building like this 
(showing picture of the building). Then we gave them an un- 
completed building. (Showing chart of uncompleted building). 
After all, human nature is about the same the world over. Every- 
one likes to be a winner and likes to do things because he hopes 
to be rewarded, or for fear he will be punished. We furnished 
them with sections of building to be posted in as different percent- 
ages of quotas were obtained. Block No. 1 was for five per cent 
of quota, and so on until the whole building could be built. So, 
you see, our salesmen were building our new building during the 
month of May. Then we sent out a regular blue print. The con- 
tractor was the American Selling Force; the architect was the 
National Cash Register Company. There was a set of tools, and 
so on, and by keeping these sales records and having these incen- 
tives, the result was that we had the biggest month in the history 
of the Company's business and everyone was pleased. 

So, what are we getting out of these sales records? We are 
getting a spirit of rivalry. We are getting people proud of their 
records, people who want to do well and want to excel others. 
We are doing it for one thing only. We know if we demand busi- 
ness we are going to get more business. I believe our business would 
fall down thirty per cent if we didn't keep sales records that serve 
as a basis for incentives. I believe our men are working harder 
than the average men work. The net result is shown in the net 
profit. That is the reason I am interested in sales records. 

CHAIRMAN C A MM AN: We have ten minutes left for ques- 
tions. I think Mr. Allyn will be glad to answer your questions. 

GEORGE REA ( Staff Manager, Touche, Niven and Company, 
New York City ) : In our session so far we have been emphasizing 
keeping records we can use and using the records we keep. 

How did the National Cash Register Company ascertain the 
mass of statistics furnished salesmen that makes go-getters of 
them? 

MR. ALLYN : I would say thirty years' experience. We have 
had quotas for thirty years. 

MR. REA: I refer to salesmen. 
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MR. ALLYX: There is a great esprit de corps among the 
National Cash Register Company salesmen. 

MR. REA: I know you get results because you are selling 
machines, but have you actually demonstrated to yourselves that 
these statistics are worth all they cost? 

MR. ALLYN : At times we have cut out part of our statistics 
and gone right back to them again. 

A. C. F AR RELL ( Sales Accountant , Dennison Manufacturing 
Company , Framingham, Massachusetts) : "What is the particular 
advantage, Mr. Allyn, of expressing your sales in points rather 
than in dollars? 

MR. ALLYN: I think it is really history with us, in a way. 
The real advantage that I see is that you don’t have to string 
out a great list of figures. 

MR. FARRELL: Wouldn’t thousands of dollars do as well? 

MR. ALLYN: We get down to $60 registers. Take a case 
where there is $5,000, the points are easier to list. 

J. F. STILES ( Comptroller , Abbott Laboratories, North Chi- 
cago, Illinois) : Does every dollar of sales count for the same volume 
in the quota , regardless of what machines or what type? 

MR. ALLYN : We figure that by supervision we will get the 
right grade of sales. 

MR. STILES: How about new business? 

MR. ALLYN: I am talking about cash registers. We split it. 
We have both, but we are doing the same thing with the account- 
ing. 

MR. STILES: Do you have the same men? 

MR. ALLYN: No, diff erent men. 



SALES AND GENERAL RECORDS 


135 


HERBERT J. WEBER ( General Accountant , The Henderson 
Lithograph Company , Cincinnati , Ohio) : In the ease of a sales- 
man selling a specially made product, is the salesman entitled 
to know the amount of profit or loss on the article he sells? 

MR. ALLYN: No, he doesn’t know anything about it. 

J. J. NOLL: I was wondering what consideration you give 
on the saturation point on previous sales? 

MR. ALLYN : I met a fellow who got out of business thirty- 
five years ago who thought the market was being saturated. I 
can tell you our business always doubles every ten years. The 
main thing is we do it. We make our machines obsolete. 

V. M. COLLINS ( Treasurer , Borne Wire Company, Borne , 
New York) : I would like to ask if you ever thought it worth while 
to give statistics, or keep statistics, that would show profit by sales- 
men? 

MR. ALLYN : No, we keep statistics by agencies and divisions 
but not by individual salesmen. In the first place, all our men 
are working on a one hundred per cent commission basis. All 
the expenses of the office are maintained by the agents. The lease 
is in our name but his contract is subject to cancellation in the 
middle of the night any night. All we look to is the sales agent 
to produce that business. 

MR. COLLINS: Will your agent show profit by lines? 

MR. ALLYN: Yes. 

P. W. KILDTJFF ( Sales Engineer, Bemington Band Business 
Service, Inc., New York City ) : Do you centralize your receivables 
at Dayton or are they kept at the various branches ? 

MR. ALLYN: They are kept at Dayton. 

MR. KILDUFF: Do you pass on credit? 

MR. ALLYN: We do not pass on any credit. The title of 
the register doesn’t pass until the last payment. 
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L. A. BARON ( Comptroller , Stutz Motor Company , Indianapo- 
lis, Indiana) : You spoke of special men going into a territory 
where they were falling down on their quota. When special men 
are sent into a territory where is the expense of such special 
men charged? 


MR. ALLYN : It is carried as a part of the general overhead. 
All our special men are on a straight salary. 

T. B. DYNN : Do you let your salesmen or sales agents know 
the cost of doing business — the cost per dollar — so they can reduce 
it, if possible? 

MR. ALLYN : Their cost in their territory is their commission 
less their expenses. They all render to us profit and loss state- 
ments for their agencies, and balance sheets. Of course, we want 
to keep our agencies on a profitable basis because it is to our 
interest to have them make money. It is up to them to keep it 
on a profitable basis. 

JAMES P. COMPTON ( Auditor , American Asphalt Roof 
Corporation , Kansas City , Missouri) : In the case of a repossessed 
machine, on what basis do you charge it back to the salesman in 
points ? 

MR. ALLYN: The unpaid balance. 

HARRY J. TODD {Plant Accountant , Dalton Adding Ma- 
chine Company , Norwood , Ohio) : I understand your Company 
makes special machines. Do you allow your salesmen $25 for every 
point on those? 

If the salesmen take business that will not show a profit, or 
not as much as on the regular cash register, what checkback have 
you to get after these salesmen to take that kind of business ? 

MR. ALLYN: A check back to me to set the price. 

LEWIS LEVY {Industrial Engineer , Real Silk Hosiery Mills , 
Indianapolis , Indiana) : For the sake of a forthcoming contest, 
do you find the salesmen hold over points to get credit in the 
contest ? 
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MR. ALLYN : It may be done in some of the smaller agencies. 

MR. LEVY : The point is on a practical continuation and 
not to a particular day or week. 

MR. ALLYN: An agent would be very foolish to hold back 
points, when he could get all the business in April and get started 
for May. 

JOHN J. LANG: When are the points credited to the sales- 
man — when the order is taken or when it is shipped? 

MR. ALLYN : When the order is taken. 

C. E. GAUMER (Cost Accountant, Pitman-Moore Company, 
Indianapolis, Indiana ) : You said your machines would become 
obsolete because you exchanged an obsolete machine for a new 
one. Is the salesman penalized for the exchange of the machine? 

AIR. ALLYN : Not a bit. We run our exchange business on a 
profitable basis. 

AIR. GAUAIER: The salesman gets the points? 

AIR. ALLYN: He gets points for the money difference. If 
he sells a $1,000 machine and takes one back for $200, he gets 
credit for only $800. 

H. B. SPEYER: Is there an advantage in points to a man 
taking in a competitor’s register or is there an advantage to the 
man for making a clean deal ? 

AIR. AJDLYN: A man gets paid on the money difference. It 
is to his advantage to get a straight deal. As I said before, if a 
man sells a $1,000 machine and allows $200 on the old machine 
he gets credit for points on $800. 

AIR. SPEYER: May I ask are all allowances fixed by the 
Company? 


AIR. ALLYN: Yes. 
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C. G. THEDERS {Felt and Tarrant Manufacturing Com- 
pany , Chicago , Illinois) : On time payments, is the commission 
credited at the time the order is taken or when the payments are 
made? 


MR. ALLYN : Onr agents have to keep what we call a required 
credit balance. That .is to take care of cancellations. After an agent 
gets his required credit, we immediately return his commission 
as soon as the machine is shipped. 

CHAIRMAN C AMMAN : Mr. Jordan wants to say a few 
words to you now tieing up this session with the one this after- 
noon. 

MR. JORDAN; I want to tell you men that to me this ses- 
sion is rounding up into shape the whole object of this convention. 
You know the best cure for a neurasthenic is to get out and see 
something else to forget his troubles. We have been going along, 
as we talked today, in a certain round path in this matter of 
cost accounting and of records, and I want to tell you today has 
been a wonderful inspiration to me personally, and why? It is 
because you have heard two men — and I don’t care anything at 
all about the form of records, as we have said in these sessions 
before, that is immaterial, it’s what is behind it. What influences 
me in thinking that more than anything else is the two men who 
have spoken to you this morning. 

I wonder if you noticed what Mr. Lowles said in answer to 
the question as to who got up all these statistics and everything 
of that sort. He said, “Well, we are handling them because they 
happen to be there”. Stop and think how they happened to be 
there. It is because they had the sense and brains in the account- 
ing department in that company to reach out beyond a lot of 
old orthodox, narrow records, and they have the things to do 
with the very vitals of the business and when he says, “We are 
handling them because they happen to be there”, there is a big 
history behind it. 

That is exactly what these conventions are for. They are to 
open the field to every one who is a member of this Association, 
to get him to see just behind and beyond the accounting methods. 

Now, referring to Mr. Allyn — these men are so modest — he 
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gets these things out, but where did he come up from? He was 
former controller. He worked up. I don’t know his past history, 
but I know he worked up. He doesn’t say, “Now shall we split 
the sixteenth of a per cent of a standard on this side of the 
earth for such and such purpose or not?” No, you didn’t hear a 
darn thing about that from either Mr. Allyn or Mr. Lowles. You 
have heard a big story. If any one had come in you would have 
heard the remark, ‘ ‘ What the deuce have they a sales manager here 
for?” And yet Mr. Allyn is Treasurer of the Company; he isn’t 
the sales manager at all. He was controller of the Company. He 
has never been in the selling end, yet he talked all these schemes 
with a smile on his face, pulling business all the time, getting at 
the home, getting at the wife, and you’re at a fine place when 
you get at that. 

We get neurasthenic when we talk standard costs and actual 
costs and we will argue about those things. What do we care what 
Ikind of a cost it is if it gives what people need to run their 
business? What do we care if we do it as Mr. Lowles modestly 
said, “We are handling them because they happen to be there”? 
How did it get there? It was because they didn’t stop at any 
old orthodox methods, but got to using their ingenuity. You 
noticed they had a research department. 

Then Mr. Allyn came back and said they make their machines 
obsolete. They are not really obsolete because they get their 
money’s worth out of the second hand machines. Why? It’s be- 
cause there are certain places where there is plenty of market for 
certain machines. He is an accountant — not active at it now. Why ? 
Because he had brains enough to reach beyond it. 

And Mr. Lowles, pulling the fastest one I have heard for a long 
time, where he got the government to change the census records 
to fit their requirements. Now, is it a place here to talk whether 
that stock record of his shall be used in this company or that 
company? No. It is nice to have these illustrations, but they are 
purely illustrations. There are many firms that can’t keep any 
stock records at all. You have to depend on the branch managers 
to do that, like some of the big merchandising stores, but you have 
to organize your information for that condition. We are not trying 
to tell you how to run a stock register; we are not telling you 
how to use a left-handed monkey wrench. 

I am as happy as can be over this morning’s session, and 
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the whole object of my job is to bring a picture to every one in 
this organization of the enormously unlimited field of which he 
can take advantage by reaching out, by properly organizing, by 
studying, and by fitting records to that organization that will bring 
out just what these men talked about, to spur everybody on to 
reach beyond the little things of accounting but to use those little 
things of accounting as steps, so he can get up here and say, like 
Mr. Lowles, “Yes, we're the statistics for the whole shooting 
match”. 

Mr. Allyn comes along and you think he is the sales manager, 
and why? Because the advice was there of what could be done, 
irrespective of ideas of accounting. Keep your records on a piece 
of shingle if you want that. It doesn’t make any difference as 
long as it helps to sell goods and reduce cost of manufacturing. 

[Review this morning’s session; forget Mr. Lowles’ forms, but 
remember what they are for, and remember what Mr. Allyn has 
brought out. Everything must tune to these schemes. You have 
brains enough to figure out your records to do that and that is 
what the whole conference is on. 


PRESIDENT SWEETSER: The meeting is adjourned. 
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PRESIDENT SWEETSER: It gives me great pleasure to 
present, as your Chairman of the afternoon session, Mr. Philip J. 
Warner, President of the Ronald Press Company, New York City. 

PHILIP J. WARNER ( President , Ronald Press Company , New 
York City ) ; My appearance this afternoon is going to be an ex- 
tremely brief one. As you know, this program is primarily the work 
of Mr. Jordan and inasmuch as he will coordinate and bring 
together all of the sessions, in my judgment, he is the logical man 
to preside. With your kind permission I am going to present the 
real Chairman of the afternoon’s session — Mr. Jordan. 

CHAIRMAN JORDAN: There’s one thing you have to say 
about Phil Warner and that is he is such a “shrinking violet”, 
but when you come to know him you’ll find that is not the ease. 
He said that he would explain why it was he wanted me to take 
a more active interest in this afternoon’s session, and that was I 
want to give you, or rather correct an impression of anything 
you got from what he said. He has worked very hard on this 
convention, and we are now entering the sections of the conven- 
tion which are fairly new in industry, and that is, “Setting the 
Standards”, that to be followed tomorrow morning with “Incen- 
tives to Executives and Key Men”. It is something we have never 
tackled yet from this standpoint. 

I should have said this at the morning session, but I was really 
so “pepped” up over the session itself that I forgot we were 
ever going to have any more sessions, so I didn’t mention this 
afternoon’s session. We now have looked over the ideas of organ- 
ization and we have heard papers on the fitting of records to 
that organization from the standpoint of making them absolutely 
of the type that will be useful in all ways, for financial records 
and for control purposes. 

After we have records, the next logical step is to begin to 
make out of business what you had a pretty fair taste of in both 
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the papers this morning, and this particular feature, especially in 
Mr. AJUyn’s paper, and that is the bringing into our every day, 
hum-drum life an element of sports, an element of game. I have 
felt personally for a long time that our every day life need not 
be so hum-drum, that it need not be that we tumble out of bed 
in the morning and think, “Oil bosh, I’ve got to go to work”. 

You see thousands of people around different places standing 
in front of a score board of a world series game, or any other 
sport. You see our newspapers where we used to have about a 
page devoted to sports, now have anywhere from four to eight 
pages devoted to them. There is no more reason why we should 
not bring a sporting element, a competitive element, a pleasant 
element, a healthy element, all of which spells a profitable ele- 
ment, into business in the shape of healthy competition through 
the use of standards. When I say standards I am not talking any 
old orthodox kind, but I am talking now a real honest-to-goodness 
set of standards whereby we can gauge practically every operation 
in a business, whether it is selling, whether it is in the plant, or 
no matter where it is, that we can gauge the actual operations 
to some goal, to some standard. 

So, we have reached that point now and I am not going to 
talk on the matter of standards or studying standards, but I am 
going to say to review to you, we have our organization our re- 
sponsibilities are fixed, and we have settled in our minds the 
nature of records we should have to back up this organization. 
All right, now the next thing is that we must have standards. We 
must have quotas for sales. We must have standards of direct 
labor in the plant. We must have standards of overhead. We 
must have standards of every conceivable kind. The next is how 
to set those standards. This afternoon there will be illustrations 
of how standards have been set. I believe you will find, that woven 
in with these illustrations, there will be plenty of discussion or 
talk or explanation of how standards should be set from the 
bottom up. 

It is not enough to pattern yourselves after any one else in 
setting standards. Standards are not set the same in any two 
plants. You are dealing with different personalities and what 
we want today is not to get into any discussion whatever as to 
how to set standards in any one particular line of business. What 
we want to get is the reasoning of how you go about it to set stand- 
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ards. We don’t want anybody to say, “ All right, you can set them 
in that business, but not in mine”. 

I want to ask each of you as you listen to these papers that 
you do not have in your mind that you are going to find out 
how to set standards in your own business. Keep your mind open 
to get out of the discussion this afternoon how to go at it to set 
standards, because there isn’t a single business or a single depart- 
ment in any business whatever where you can’t get at the stand- 
ards. 

So, from that standpoint, please listen and think and absorb 
the good things that you will get this afternoon. Keep the dis- 
cussion from anything that savors of other than how to go at 
setting standards. It is only courtesy to everybody if questions 
come up that are not to the point to ask you to please forgive 
us for not discussing them. 

You may think at the start of this session you can never set 
standards in your work. Get that out of your mind. Search for 
the modus operandi of how you can set standards in your business 
from what goes on this afternoon. 

We have three papers this afternoon. Don’t be scared because 
they will be short enough to match out with two. The three papers 
will be given by Mr. Willard, Mr. Greer, and Mr. Kingsbury. I 
will tell you more about each one of these men as they come along. 
Mr. Willard is of the Boston Company we all know so well. We 
have heard a great deal about it. We know a great deal about it 
and we have known of it for a long time. We perhaps have known 
more of one or the other individual but the firm of Bigelow, Kent, 
Willard & Company of Boston has been known for a long time 
and very favorably. Mr. Willard has had a grilling trip of thirty 
hours coming from Baltimore, and bears testimony that West 
Baden Springs isn’t the only hot place in the country. He has 
done us a favor in coming here and it is with great pleasure I 
introduce to you Mr. Willard. 

I want to explain to you in the first place that Mr. Kingsbury 
and Mr. Willard were to have had steriopticon illustrations, but 
through some slip we have no lantern to use. I told Mr. Willard 
he would have to do like the colored parson who lost his manu- 
script. He said, “Brethren and sistem, I’m sorry to tell you I lost 
my manuscript on the way to church and I’ll have to depend on 
the Lord today, but next Sunday I will come better prepared”. 



146 


SESSION IV 


SETTING OF SALES STANDARDS 
J. A. Willard 

Bigelow, Kent, Willard & Company, Boston, Mass. 

T HE setting of sales standards should be a cooperative effort of 
the Market Research Division of a sales organization and the 
Cost Accounting Department. These two activities are both cor- 
related and interdependent, because without the sales research 
department to determine potentials, and without the cost depart- 
ment to deter min e the actual performance, no progress in either 
the establishment of standards or the subsequent control of ac- 
tuals compared with standards could be made. 

Previous speakers at this Convention have stressed industrial 
organization, the establishment of proper manufacturing, opera- 
tion and cost standards, together with their related budgetary 
controls. It is the purpose of this paper to point out wherein these 
activities may properly be extended to the improvement of the 
organization of the sales department, so that distribution of prod- 
ucts may be put on a firmer foundation. 

It is assumed that the product is ready for delivery to the 
sales department properly designed or styled, of a quality fully 
consistent with market demands, and at a minimum cost which 
should show a fair profit (or service charge) if sales standards 
are as well set and actuals as well controlled as in the manufac- 
turing division of the business. 

Developments during the past forty years in industry have 
passed through the various stages of improving the effectiveness 
of producing machines, the development of man-power and the 
measurement of its effectiveness, the determination of the respon- 
sibility which belongs to management, and at the present time 
industry has reached the phase where distribution and financial 
effectiveness are beginning to receive the greater share of atten- 
tion which is so necessary to maintain profits. During this period 
of development, scientific management has made tremendous 
strides in improving production efficiency, with the result that 
the average citizen in the United States today enjoys as necessities 
many products which were formerly looked upon purely as lux- 
uries. 

The increase in consumer demand has resulted in a large ex- 
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pansion of the production facilities of the country, and particu- 
larly at the close of the World War the tremendous increase in 
manufacturing facilities placed almost all industries in a position 
where they could turn out considerably more goods than the con- 
suming public readily could absorb. This has resulted in a tre- 
mendous increase in selling activity and expense considerably be- 
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yond the amount which could be absorbed by the amount of goods 
called for by normal consumer demand. As a result of the increased 
sales activities of the last five years, there has been built up a 
tremendous competition between varying products, in order that 
plant capacity might be utilized. 

At the present time it might be said fairly that luxuries have 
considerably outdistanced the ordinary necessities of life in their 
attack on the American poeketbook. 
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This increase in sales effort (in many cases entirely uncon- 
trolled and without a true knowledge of either the results ob- 
tained or sound economic policies) has resulted in a vast increase 
in distribution costs. In Figure 27 is shown a comparative analy- 
sis of the sales dollar for the first sis months business in 1928, with 
1926 and 1927, and covering eighty-one concerns. This shows a 
direct increase in selling cost from 9.9% in 1926 to 14.1% in 
1928, and while materials and manufacturing labor have shown 
small decreases, the increase in selling expense over 1926 has 
amounted to 42.4%, with a reduction in profits of 38.1%. 

A recent analysis of the distribution of the consumer’s dollar 
for household goods, furniture, rugs, lamps, etc. is shown in 
Figure 28, and indicates that 58% of the money spent for house- 
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hold equipment of this nature is put forth in manufacturers’ and 
distributors’ selling expense. This tremendously large proportion 
of the total cost to make and sell allotted to distribution has in- 
creased so rapidly that the decline in net profits in most manufac- 
turing industries has become alarming and has extended to all 
but the very largest of the manufacturers and distributors of the 
country. 

In view of the tremendous increase in the cost of distribution, 
the necessity for applying similar types of control to selling as 
have been developed for manufacturing, is acutely apparent. 

Fundamentally, sales control must start from an analysis of 
the business as a whole and a carefully drawn budget for the 
entire scope of operations. In Figure 29 we show a type of chart 
which is used primarily for the development of a budgetary con- 
trol and the determination of the crossover point where losses stop 
and profits begin. This chart, while it appears complex, is never- 
theless simple. The line of sales volume starts at zero and is drawn 
as a straight line to the point indicating the total sales for the 
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business in question. The cost line, however does not start 
at zero, but at a point above zero equal to the total of the fixed 
overheads, made up of the fixed manufacturing, administrative 
and selling expenses. The upper end of the cost line is determined 
by adding to the fixed overhead the various variable costs of over- 
head, labor and materials, as budgeted for 100% operation. This 
line has been indicated as a straight line, although it is realized 



Figure 29 


that when definitely plotted for a specific case, the cost line is a 
series of more or less finely divided steps, dependent on the re- 
finement of the analysis. 

To prepare a chart of this sort it is necessary, first, to deter- 
mine the normal volume of the plant, as well as the normal volume 
of sales. 100% is then fixed at either the manufacturing or selling 
capacity, taking whichever is the lesser of the two amounts. In 
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the majority of cases it will be found that most businesses can 
produce more than they can sell. 

After having fixed 100% of capacity, all expenses are budgeted 
and analyzed between fixed and variable items. The fixed items 
are considered to be the constant charges of insurance, depreciation 
and taxes, and the nucleus of organization and expense necessary 
to just put the plant in production so that it is all ready to 
start to function. If the net shut-down cost is taken, the cost line 
will start with a jump to cover those additional amounts necessary 
to actually begin operations; hence, it has been considered better 
to include as fixed charges the expenses of a skeleton organization. 

After having prepared the budget of expenses and divided 
them between fixed and variable items, the chart may be drawn 
and from it may be determined the requirements of the business 
when budgeted for a profit. 

This chart is particularly valuable in showing the requirements 
to return a normal profit on the various classes of capital stock, 
the capital employed, and other related financial factors, as well 
as the amount to be held in surplus. It is a complete picture of 
the operating statement. 

From a consideration of the profit assurance chart which has 
just been discussed, and considering that the manufacturing bud- 
get has been set in accordance with the requirements of the busi- 
ness as a whole, the sales standards which must be determined 
are as follows: 


1. Economic sales volume. 

2. Expense standards. 

a. Direct selling expense. 

b. Indirect selling expense. 

c. Administrative expense applicable to selling. 

3. Pricing. 

a. Standards for development of pricing policies. 


It will be evident from the foregoing chart that the volume 
in units at established prices, together with controlled expense, 
covers all the factors involved in the protection of net profits above 
normal manufacturing cost. 
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Determination of Economic Sales Volume 

In a discussion of sales forecasting we will not attempt to 
describe in detail the very excellent work which has been done by 
both Mr. Weaver of General Motors and Mr. Barber of the Wal- 
worth Manufacturing Company, because the major portion of their 
work has already been made available to you in excellent papers 
which they have presented before various associations. 

This discussion will be confined mainly to a description of the 
function of sales forecasting, with an example worked out by 
methods varying distinctly from the methods of both Mr. Weaver 
and Mr. Barber. 

The forecasting of sales volume involves the determination of 
the factors set forth below. 

1. What can be sold? 

2. How many can ultimately be sold ? (Long range view to 
determine economic saturation point). 

3. Where can sales be made ? 

4. When can these sales be made? 

To forecast what can be sold, that the plant is equipped to 
manufacture, depends on the correlation of data obtained from 
market analysis. Knowing what to sell, the forecasting of how 
many can profitably be sold ultimately, is also made from the data 
obtained through market analysis, and in addition from an eco- 
nomic study of the cost to make and sell at various volumes. In 
other words, the economic saturation point is determined. This 
gives the potential, or long-range view of the situation. 

To forecast how many may be sold next year, that is, short- 
range forecasting, a study is made of statistical information in- 
tended to show outside influences on the business. 

The forecasting of where sales can be made is done by means 
of a study of territorial potentials of the buying power. The fore- 
casting of when the sales can be made results from a study of 
seasonal variations. For instance, wool hosiery is sold to the re- 
tailer just prior to the opening of the Fall season. 

Sales forecasting is usually accomplished by employing one 
of two methods: The “analogy” method or the “analysis” method. 
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Forecasting by Analogy 

The work done by Mr. Barber of the Walworth Manufactur- 
ing Company is an excellent example of the numerous mathemati- 
cal devices of forecasting by analogy. In a complete study of this 
type of forecasting device, there must be developed necessarily 
multiples of correlation, or weighting of differences, as well as 
sequences or integrals, and with these there are often combined 
various so-called “barometric curves ’ 7 for use in forecasting. An 
example of the use of these curves are the correlation of primary 
statistics, such as: 

a. Snyder’s Index of Junk Prices. 

b. The Composite Price Curve, such as the Harvard 
Sensitive Price Index. 

c. The Three Months Moving Average of Machine Tool 
Orders. 

d. Haney’s P. V. Line, which might be termed “An 
Artificial Index”. 

The use of these forecasting curves is mainly to determine how 
many can be sold. The interpretation of these curves is not only 
intensely interesting but extremely difficult, as it is often difficult 
to be certain whether a change in a curve indicates a major 
turning point or a minor trend. In my own experience the “analy- 
sis” method of forecasting rather than the “analogy” method has 
been used mainly, as it is very difficult to determine the validity 
of “analogy” in dealing with business economics. 

Irrespective of the method, however, all forecasting must be 
subject to frequent examination in the light of momentary ex- 
perience. For instance, it would be well-nigh impossible to fore- 
cast: 


a. The change from the silent movies to the talkies. 

b. The change in policies of the Federal Reserve System. 

c. The refusal of the public to continue to accept Ford’s 
Model T. 

Accordingly, irrespective of the method used for sales forecasting, 
the sales research department must be alert continu all y for new 
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developments and their effect, not only on the short-range fore- 
cast bnt the long-term forecast. ^ As an example, it is now apparent 
that in the airplane industry the all-metal plane is rapidly reach- 
ing a point where it is crowding out the plane made of wood. 

It does not seem necessary to include in this paper a discussion 
of the importance of attempting to forecast sales. In our opinion, 
all progressive executives are now determined that, even though 
they have not in the past succeeded in forecasting sales for their 
own businesses, they should make an attempt at least to arrive at 
approximate estimates of possible accomplishment. The executive 
himself is usually so pressed for time that he finds it wise to es- 
tablish a sales research division to delve into economic statistics 
and utilize the records of the cost department, in order that all 
available information may be correlated and analyzed, and the 
conclusions prepared as a result of this analysis placed before 
him for scrutiny in the light of his own business experience. It 
will rarely be found that the sales or manufacturing executives 
of the company are equipped to prepare such studies, but it is 
believed that their analyses of such studies are of vast importance 
in correcting and evaluating the statistics presented by the sales 
research department. Nothing can be more confusing that unan- 
alyzed statistics, which may or may not mean what they appear 
to mean. 

In the preparation of an adequate sales forecast there are 
many complex factors encountered in analyzing market possibili- 
ties. Some of these factors covering how much can be sold will 
be considered as follows: 

1. Secular trend, or natural growth of business. 

The secular trend refers to the tendency towards growth or 
decline exhibited by many social and economic phenomena which 
affect business conditions. For instance, population increases an- 
nually, while birth rates decrease. The volume of credit transac- 
tions moves steadily upward with increasing business activity. 
While the movement may be retarded over short periods of time, 
or even reversed, the general trend is constant in direction, up 
or down, due to relatively persistent factors. 

2. Business cycle changes. 

Business cycle changes are recurring, wave-like increases and 
decreases in business activity, which occur at more or less regular 
intervals of time, giving rise to the economic phenomena known 
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as “prosperity 5 5 or “depression 75 . For the purpose of comparison 
and study of cyclical movements, undisturbed by other fluctua- 
tions, it is of course necessary to eliminate the influence of both 
seasonal and secular fluctuations. The secular trend may be de- 
termined by measuring cyclical variations from a straight line, or 
a curve which has been fitted to a historical series, either by in- 
spection or by the method of semi-averages, or by establishing a 
regression line as is customary in statistical procedure. Seasonal 
variations may be measured by the use of simple monthly means, 
by a twelve-month moving average, or by the use of linked rela- 
tives. The corrections for secular and seasonal fluctuations then 
become an arithmetical application of the variations as determined. 

3. The Lag or Lead Concept. 

The period of time between changes in one time series and 
changes in a related series is designated as the lag of one series 
or lead of the other. For example, price changes usually lead wage 
changes. In business forecasting the discovery of leads and their 
measurement furnishes a basis for predicting changes months be- 
fore they occur. 

The complex factors to be considered in determining where 
the product can be sold, cover : 

1. Transportation facilities. 

2. Credits. 

3. State legislation. 

4. Changing public demand. 

5. Location of normal markets. 

a. In groups. 

b. Scattered. 

c. Urban. 

d. Rural. 

6. Sectional or territorial preferences. 

7. Racial factors. 

8. Cultural factors. 

9. Climatic conditions. 

Many of the complex factors involved in the development of 
accurate sales forecasting are the result of external conditions, 
and the only information available is contained in printed statistics 
or by conducting a market survey by the questionnaire or inter- 
view methods. 
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Internal factors should be readily available, of course, in the 
sales and other records of the company itself. 

The Department of Commerce, as well as various State and 
University bureaus, is constantly furnishing information as to the 
possibilities of both domestic and foreign markets, and many 
valuable commercial surveys of specific marketing areas are 
available. I would recommend to those interested in the develop- 
ment of sales forecasts the use at least of the following books : 

1. “A Guide to Publications and Activities Relating to 
Domestic Marketing” — Department of Commerce. 

2. “Commercial and Industrial Organizations of the U. S.” 
— Department of Commerce. 

3. “The Market Data Book Containing a Directory of 
Industrial, Trade and Class Publications” — Published by 
G. D. Crain, Jr., Chicago. 

4. “The Source Book of Research Data” — Devoted entirely 
to sources of reliable statistical information, edited by 
Lewis H. Haney. 

5. “Retail Shopping Areas — A suggested grouping of 
counties about 683 principal shopping centers, with 
642 sub-centers indicated” — Compiled by J. Walter 
Thompson Company, Chicago. 

6. “A Study of All American Markets, Including all Cities 
and Towns of 1,000 Population or More in the United 
States” — published by The 100,000 Group of American 
Cities, Chicago. 

7. “Sales Management” (Magazine) Yearly Reference Num- 
ber — Containing Index of Buying Power of the United 
States, Arranged by Counties. 

8. International Magazine Survey. 

9. Curtis Publishing Company Survey 1928-1929 based on 
circulation of the Saturday Evening Post, Ladies’ Home 
Journal and The Country Gentleman. 

10. R. L. Polk Business Census of 1926. 


The careful study of the data in the above books will form a 
satisfactory groundwork for application of ingenuity in sales fore- 
casting in almost any type of business. 
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Method of Forecasting Ultimate Sales (Economic 
Saturation Point) 

The following is an example of how the market’s economic 
saturation point for a concern making women’s hosiery has been 
estimated. Statistics were available for this industry as a whole, 
showing the amount of goods produced. The demand for women’s 
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seamless and full fashioned hosiery in the United States was plotted 
as shown diagrammatically in Figure 30, and represents as will be 
noted a growing rather than a diminishing demand. In comparison 
with this total demand the “dozens sold” by the Blank Hosiery 
Company for the last four years has not represented any appreciable 
increase. From an inspection of these plotted data one can readily 
see: 


1. That the Blank Hosiery Company is not enjoying its 
proportion of yearly increase of business (secular trend) 
as compared to the business obtained by the entire 
industry. 

2. That this type of business fluctuated within narrow limits. 
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Analysis of Territories 

In Figure 31 is shown an index of “ hours required to travel ” 
(column B). These figures represent the comparative lapse of 
time required by each salesman employed by the Blank Hosiery 
Company to travel between the main trading centers in their 
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respective territories corrected for average automobile or train 
travel. In column C is shown a comparative index of major cus- 
tomers in each territory; in some cases this index represents the 
number of department stores in larger cities; in other cases it 
represents cities of 2500 population and over (not listing depart- 
ment stores). The department store figures are those for cities of 
over 25,000 population, taken from Part 4 of “Population and 
Distribution” (Fourth edition), U. S. Department of Commerce — 
Bureau of Census, and from current trade directories for smaller 
places. Having estimated the relative distance between the trading 
areas in each territory, and from a count of the department stores 
and/or cities of 2500 population or more, it will be noted 
that the relative possible trips per year of these various territories 
vary considerably. 

In Column D of this same figure, it is noted that four territories 
(Nos. 3, 6, 24 and 26) are so large that it would not be possible 
for the salesman to see his customers oftener than every four to 
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six months. On the other hand, other territories are so laid out 
that salesmen can see their customers about once a month. In 
column E another view is obtained as to the allocation of terri- 
tories. Here is shown the relative percentage of time available for 
each salesman in selling, and in almost 40% of the cases the 
salesman can only spend about half his time in selling. 


Effectuality of Salesmen 

In addition to analyzing the various territories, the effectuality 
of each salesman has been analysed. In Figure 32 is tabulated the 
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result of this analysis, including the percentage of cost of selling 
per salesman ; of net returns to gross shipments made (see Column 
G-) ; the per cent of total ineffectual orders (due to ignoring credit 
conditions) ; to net sales (see Column E) ; and the number of new 
permanent accounts added during the year (see Column L). 

From the study of the figures regarding the present territorial 
assignments and also of the figures of the effectuality of salesmen, 
one can select that territory and, conversely, that salesman repre- 
senting a good average of sales volume and not handicapped by : 
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1. Long Trips (i. e., not seeing customer often enough) 

2. Poor Credit Conditions 

3. Excessive Return of Goods. 

Assuming that this average territory has been worked reasonably 
well, we then can work out an index of its potential buying power, 
as compared with the potential buying power of the whole United 
States. Having found this relationship, we can then determine 
what the total sales of the United States would be for all territories 
(assuming that each of the other territories is as well worked as 
the one we have selected). 

It is assumed that the existing layout of territories and the 
disposition of the salesmen have evolved as the company has devel- 
oped, and never have been examined thoroughly with reference to 
the market as a whole, or any external standard. In determining 
the standard of comparison which would be external and sufficiently 
stable to use over a period of years, a tentative evaluation or 
analysis by States of the potential national market for hosiery 
products has been made, preliminary to a more detailed analysis 
by counties. 

Having arrived at an index of the total potential national 
market (summation of States), next, by the same method, correc- 
tions are made to the potential buying power for the particular 
territory selected as “standard”. Political boundaries alone do 
not give a good basis for measuring the potential buying-power in 
certain territories. Less than half of the forty-eight states contain 
four-fifths of the income and two-thirds of the population. An- 
other point which makes State figures unsatisfactory is the fact 
that fifty-eight main trading centers draw an appreciable amount 
of their retail trade from across the State line . To determine the 
potential buying-power of any one territory as compared with the 
potential buying-power of the total United States requires the 
grouping of counties around centers for retail shopping. The main 
purpose of this grouping of population figures, and in some cases 
disregarding State lines, is to get away from the misleading 
intricacies of trying to handle the smaller towns by themselves 
without relation to their rural dependent population. By throwing 
the county figures into groups about the main market town, the 
chief emphasis is placed on people as markets, rather than on 
political groups. 
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In estimating the total potential buying-power of the United 
States for hosiery, two factors have been considered: 

a. Willingness to buy, and 

b. Ability to buy. 

The willingness to buy is measured by the number of families 
in the United States. It is realized that this index does not include 
unm arried men and women, but from a study of the statistics one 
will find that the ratio of men to women in all of the states is 
about equal. It excludes, however, the factor of the number of 
children. 

The buying modes of style, emulation and economy all seem 
to enter into the purchase of hosiery, so that no distinction can be 
made. The willingness to buy exists, therefore, directly in pro- 
portion to the population, and constitutes the more important 
factor of the study. 

The factor of ability to buy was considered separately, although 
it is thought to have small weight in comparison to the willingness 
to buy. Two indices were considered in this connection: the value 
of production and the income tax returns — by States. Since the 
total value of production tends to emphasize the purchasing power 
of the poorer classes (the distribution of wealth is allocated to 
the poorer classes in greater proportion than the amount actually 
received) it is believed that the ability to buy in scattered areas 
would be overestimated and undesirable, and this index was, 
therefore, rejected. Income tax returns apparently include popu- 
lation as an implicit weighting factor, because the total number of 
returns is likely to vary roughly as to the total population. In 
order to remove this influence, the percentages of the population 
of each State making income tax returns were used. These per- 
centages represent the potentiality of the available buyers, without 
giving undue consideration to the total number. 

The first step in the process of computation was to list the 
number of families from the BUREAU OF THE CENSUS RE- 
VISED ESTIMATES as of July 1925. The next step was to 
determine the median item in the family population array. This 
item was expressed as 100%, and all others were then expressed 
as percentages of the median figure. This process was used to get 
a quantitative relative measure without giving weight to the ex- 
treme items. In order to give this factor increased weight reflecting 
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the willingness to buy as compared to the ability to buy, these 
figures were weighted and another series of relative figures were 
obtained, which were used in combination with the ability-to-buy 
index. The next step in obtaining the ability-to-buy index was a 
duplication of the first, using percentages of population making 
income tax returns. 

The median was found for this array, and a new set of figures 
was expressed as percentages of the median item, but these were 
not weighted as in the previous case. The weighted relative figures 
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of families were then added to the unweighted relative figures of 
the percentage of population making income tax returns, and a 
composite index was obtained which is believed to represent rela- 
tively the quantitative potential market for men’s and women’s 
hosiery. 

Having determined the total potential market, attention was 
next given to the location of main trading centers in the “average 
territory” selected, with the proper grouping of counties around 
these trading centers and certain counties in adjoining states. By 
a manner similar to that used in determining the total potential 
market of the United States, the potential buying-power of each 
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county around these trading areas in the particular territory was 
determined tentatively. 

The c ‘ average’ 7 territory selected (see Figure 33) was that 
assigned to Mr. Smith, the State of Oklahoma. The estimated buy- 
ing index of this territory was approximately 1.8% of the total 
United States. This index does not include two counties, which 
were assigned to trading areas in adjoining states. 

Since Mr. Smith sells some $40,000 of goods in this average 
territory, whose estimated buying index is 1.8%, the total sales in 
the United States should be some $2,220,000. In other words, if 
all territories were laid out so that the salesman would not be 
handicapped by long trips, etc., and each of these territories were 
as effectively worked as the 4 4 standard territory selected, it is 
reasonable to assume that in time the sales volume can be increased 
to something over two million dollars. 


Computation of Economic Saturation Point 

Thus far consideration has been given only to the potentialities 
of the market. The next step is to determine just how much of this 
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business can profitably be obtained. In other words, we are con- 
cerned with the problem of diminishing returns or we might better 
express it as the problem of determining the vanishing point of 
profit. 

This problem might better be illustrated by referring to Figure 
34. The so-called sales costs are a summation of the administrative 
expenses, the manufacturing cost and the selling expenses. The 
administrative expenses such as taxes, depreciation, etc. do not 
vary directly as the business is increased but are relatively fixed 




Figuee 35 


for all volumes of sales. On the other hand the direct manufactur- 
ing items vary practically in direct proportion to the increase of 
business done, that is, the labor payrolls and the material purchases 
are increased as the business increases. 

The selling expenses likewise increase with the amount of 
business done, but these expenses usually increase in a greater pro- 
portion or at a greater rate than the increase of volume of business. 
In Figure 35 is shown how the curves of sales volume and sales 
cost approach each other and finally cross at that volume where the 
cost of selling , manufacturing, etc . exceeds the amount of money 
obtained for the commodities sold . It is at this point that profits 
vanish. In our calculation of the economic saturation point, we must 
determine when we shall reach this particular condition. In Figure 
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36 is shown a method of making this particular computation. The 
United States is divided into some 160 odd territories and each of 
these territories so laid out that salesmen working any of these 
territories would call on their customers with the same relative 
frequency — that is, all customers would be cultivated at about the 
same frequency during the year. Some of these territories had a 
relative potential buying power of approximately ten (as shown by 
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the index in Column 1) — others had a relative purchasing index 
of only 1/3. You will note that territories classed as “ A”, have a 
buying power index of 8.7 to 10. There are only two of these in the 
country. There are three of class “B” five of class “C” etc. 

The estimated sales volume (per trip per salesman) naturally 
is some proportion of the index of territorial purchasing power 
already established for these various territories. In Column 5 is 
shown the total cumulative sales or income that can be expected to 
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be derived from all of these territories. You will note that one 
trip of the United States is supposed to net about $106,000 of sales. 

As already stated all territories were laid out so that each sales- 
man could call on his customers with the same relative frequency, 
therefore, the total selling costs as estimated are about the same 
for each of the various territories. In Column 6 are shown these 
estimated figures. 

Since the manufacturing costs, that is, labor payrolls, material 
purchases, etc., vary practically in direct proportion to the increase 
of sales volume, it was determined from the Profit and Loss State- 
ment furnished by the Blank Hosiery Company that the manufac- 
turing costs averaged about 80% of the total sales volume. Thus, 
in Column 8 is shown an estimate of the manufacturing costs, and 
in Column 9 is shown the cumulative selling, manufacturing and 
administrative costs — (the administrative costs figured at about 
$5,000 for this period of making one trip in each of the territories) . 
It is easily seen, from the computation, that a loss is sustained 
until sales volume of some $40,000 is reached, and also that a loss 
is again sustained if the attempt is made to cover the entire United 
States, that is, when the sales volume of about $105,000 is exceeded, 
a loss is experienced. Therefore, some thirty-four territories should 
not be “worked”. 


Expense Control 

Having determined the probable sales volume in detail, and 
having set up the total expenditure which may safely be allowed 
for distribution, to give a fair net return on the capital employed, 
the budget of selling expense should be broken down carefully 
into each of the various classes of expense as developed by the cost 
department. 

Starting out with the expense estimate for the year, the various 
items of expense should be broken down into monthly sums varying 
with the characteristic sales curve for the business in question. 
These amounts should be expressed, not only in actual dollars, but 
as a per cent of the budgeted sales as well. 

The more recent developments of budgetary control provide 
for the accumulation of expense standards for the current month 
and to date, as well as the presentation of actual expenses for the 
current month and to date ; and finally, actual expenses should be 
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compared with the budget as projected for the whole year. Further- 
more, budgetary control should likewise provide for flexibility in 
adjustment of items in accordance with the actual volume attained. 
A performance which in some cases may appear disadvantageously 
through application of a fixed budget has often been found to be 
satisfactory through the application of the flexible budget in ac- 
cordance with actual sales volume. This again emphasizes the 
necessity of expressing budget items as a per cent of sales volume, 
as well as in actual dollars. 

It is perhaps unn ecessary to remind you at this point that the 
major portion of budgeting work should be carried out on a basis 
of sales volume rather than manufacturing volume. Several con- 
cerns have been budgeted into bankruptcy where the manufacturing 
volume basis was used rather than the sales basis. In fact, their 
history provides an excellent illustration of the wisdom of the old 
accounting rule with regard to anticipated profits. 

In the operation of any budgetary expense control plan it is 
of especial importance to investigate details with extreme care and 
minuteness. Oftentimes gross overall results may be reasonably 
satisfactory, but certain territories or products may be dissipating 
profits without the fact being suspected. Many of these facts can 
only be brought to light by a critical examination of all the details 
concerned in the case. One instance is known where the executive 
responsible for searching out leaks has found it necessary to ex- 
amine invoices in considerable detail to determine the average 
sized order and the profitability per order, in order to determine 
the profitability, or lack of profitability, of a specific territory. A 
number of cases are known where such a detailed analysis has 
resulted in the abandonment of territories for classes of business 
which could not possibly hope to earn a profit and in which there 
was no necessity to continue to serve. 

Mr. T. M. MeNiece, of the Union Carbide and Carbon Corpora- 
tion, in his address before the New York Chapter of the Association 
last December, presented a very valuable paper, detailing the 
analysis of selling costs by types of products, by sales territories, 
and by size of orders. It is believed that this type of analysis, 
developed, of course, with particular regard to the specific re- 
quirements of the business under consideration, will lead to greater 
certainty of satisfactory net profits in the future. It is the only 
way in which the manufacturer can search out and analyze the 
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causes for increased costs of distribution, and confine himself to 
operation in territories and on products which will yield a satis- 
factory return. 

Figure 37 indicates a recent case in our own experience showing 
where a reduction in the total number of customers from over a 
thousand to a little over three hundred has resulted in a reduction 
from $3,043,000 of sales to $2,286,000 of sales, with an increase in 
per cent of net profit and an actual increase of $15,000 in total 
profit earned. In another case the net sales of a corporation have 
been decreased by about 20%, but with a substantial increase in 
both total profit and per cent of profit on the sales dollar. 

It is worth repeating that it is only by the careful examination 
of min ute details that losses of this nature can be searched out 
and cut off, so that adequate standards and performance may be 
maintained. 

It is firmly believed that the application of this type of expense 
control furnishes the answer to the present mounting cost of dis- 
tribution, and will provide sources of profit increases far exceeding 
those obtained by the application of scientific management to manu- 
facturing. 

One of the largest items of selling expense occurs in the direct 
cost of salesmen’s salaries, commissions and traveling expense. 
Much has been done in the past few years to attempt to bring these 
factors under adequate control. However, too often the experience 
gained in the establishment of incentives for factory workers has 
not been applied in the compensation of salesmen. It is realized 
fully that in many cases the two fields are very far apart. Standards 
are much more easily set in the factory ; the employee is under more 
constant supervision, and the amount of work turned out is not 
dependent on the weather or the ball game; and in addition the 
workers are not of the highly emotional type usually found in sales 
work. It should be remembered, however, that both factory workers 
and salesmen are human beings and will react favorably to approxi- 
mately the same kind of stimuli. 

In Figure 38 we show a partial list of the sales incentive plans 
that have been developed and are now in more or less use. The 
first requirement is the setting of a proper standard of attainment. 
This requires that the external variables affecting sales must be 
evaluated by market analysis and the establishment of quotas to 
correspond, as has been discussed under “Sales Forecasting”. 
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The second fundamental is that the total amount of money paid 
to salesmen must be economic, that is, it must be an amount which 
the business can afford to pay for getting a certain amount of busi- 
ness. Too often in the past sales compensation has been based on 
the customs of the industry rather than upon the economic con- 
sideration of what sales effort is worth to the Company. 

A minimum wage standard, however, is set by the minimum 
living requirements of the type of salesman necessary for the 
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A - Salary Pima 

1 - Straight Salary 

2 - Salary Adjustaanti at 

*ort interval* 


8 - Oomlsslon Pl»n* 

1 - Straight Commission 

2 - Salary and CossrisBion 

3 - Salary and Commission 

during dull seasons 

4 - Salary, Expense and 

Commission 

5 - Sliding scale of commissions 
5 - Sliding scale of commissions 

baaed on terms of sale 
7 - Group ConcisBion Plan 


0 • Profit-Sharing Plans 

1 - Straight Profit-Sharing 

2 - Profit and Loss Sharing 

3 - Commission later equalised 

on basis of profit and loss 

4 — Commission on Gross Profits 
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- Bonus on 1st Profits 
7 - Bonus on Profit from 
territory 

8 - Profit-sharing plan *loh 
includes Branch Office 
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1 — Salary Bonus 
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3 - Commission, Drawing Account 

end Bonus 

4 - Straight Commission and 

3cnus 

,5 - Eating Plan, with Bonos 

5 - Bonus for Actual fork on 
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7 - Bonus on Hard Selling 
Products 

X - Budget, Quota, Task, or 
Point Bonos 

1 - Point System 

2 - Task and Bonus on Point 

Basis 

3 - Task and 3onu« System 

4 - Budgeted Taotors Boms 
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P - Bonos Baaed on Costa or Expense 

1 - Bonus based on selling cost 

2 - Drawing Account - Selling 
Cost 

- Quota on Sales Xxpense 

- Halation of Expense to 
Sales 

5 - Annual on Sales Expense 


i G — Miscellaneous Bonne Plans 

1 - Bonus for length of serrioe 

2 - Penalty System for lost 

volume 1 

3 - Bonus in form of Prize* 

4 - Bonos to stimulate Sales 

In off seasons 

5 - Drawing Aooount based on 

Sales, Profits ox Banns 

Figure 38 


particular business. If real sales control is to be established, sales- 
men’s expenses should he paid by the company. The salesman should 
be routed by the sales management, and if he goes where he is 
expected to go, the Company should expect to pay the expense, 
which should be budgeted on an economic basis beforehand. If 
adequate coverage of a territory is to be maintained, the salesman 
cannot be expected to pay his own traveling expenses. 

The third point of importance is providing the salesman with 
a definite income. If he gives his entire time to your affairs, he is 
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entitled, as previously stated, to a certain minimum living salary, 
consistent with, his status in society. 

The fourth fundamental is that he should be given an oppor- 
tunity to earn an addition to his guaranteed income in accordance 
with his performance of the task set. 

The proper amount of base salary for a salesman is dependent 
entirely on the type of product being sold and the normal cost 
to sell in a specific territory. A hosiery salesman selling to jobbers 
in the past has been known to sell $3,000,000 of hosiery in a year, 




Figure 40 


whereas if he were selling direct to the retailer he would do well 
to place $100,000 of business per annum. 

In Figure 39 we illustrate a curve developed to determine 
the proper cost to sell a specialty product where the market was 
very variable in depth. It will be noted that in heavy areas the 
relation of direct selling cost to sales was only 2%%, that is, in 
certain areas a salesman could be expected to sell $1,000,000 in a 
year, and would be equitably rewarded, considering the depth of 
the market, if paid 2 %% of this amount, or $25,000. On the other 
hand, in thinner markets he could not be expected to sell over 
$100,000 in the same period, and must receive 5%% for this 
accomplishment. It is obvious, naturally, that a much higher type 
man would have to be used in the areas of thick coverage. 

In addition to the determination of the total necessary income 
for the salesman, it has been found necessary to reserve 25% to 
33 1/3% of the total income for payment in proportion to the 
accomplishment of the standard required. The standard require- 
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ment, or task, may be based purely on volume, or a combination 
of sales volume and profitability ('where the salesman can control 
profitability), or it may be a combination of sales volume divided 
between repeat business and new customer business, etc. 

In Figure 40 we show a type of bonus curve which has been 
applied for rewarding salesmen for accomplishment of a specific 
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task. This form of bonus curve is applied in those eases where the 
quota may be fixed with a considerable degree of definiteness. 

Where external conditions are extremely variable and uncon- 
trollable, a type of bonus curve such as shown in Figure 41 can be 
used, which compensates for possible incorrect setting of standards. 

In Figure 42 is shown the effect of varying accomplishments of 
the task and the manner in which the curve compensates for in- 
accuracies in setting the task in the first place. For instance, the 
proper quota for the salesman in this case would be $90,000 per 
year, and his proper compensation $5,040. If the standard were set 
50% low (which would be a very large error) he would still earn 
$4,392, and his selling cost would only be increased from 5.6% to 
6.1%. If an error of setting too large a quota existed, his earnings 
would not be seriously affected, and selling cost would be even more 
economic. 
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Such a method of controlling salesmen’s compensation satisfies 
the fundamentals of incentive setting. 

1. It gives the salesman a definitely known task. 

2. It gives him a definite guaranteed income. 

3. It offers him a sufficient incentive to put forth his best 
efforts. 

4. It allows his results to he definitely measured in percent- 
age, an excellent gauge for determining effectuality. 

5. It maintains direct selling expense within the proper 
economic range. 

It has been our experience that it also satisfies the salesman 
and results in the creation of a wide-awake, aggressive sales force. 

Pricing 

It is evident, by referring to the Profit Assurance Chart 
described earlier in this paper, that price must be considered as 
well as volume in units and the various expenses, if the proper, 
profit margin is to be maintained. It used to be that prices could be 
set more or less definitely from the cost sheets. Nowadays, it is 
becoming more and more evident that the price is the “least you 
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can get for the most you can give”. A right price is one which 
does not impede the movement of goods from the producer to the 
consumer. Too low a price hinders the flow of goods, because the 
producer goes into bankruptcy. Too high a price hinders the move- 
ment, because the competitor gets the business, or a competing 
product supplants your product. An adequate price policy cannot 
be established without a detailed knowledge of the market and what 
can be sold, nor without a detailed knowledge of the cost to sell, 
both by products and by territories. The result of the sales fore- 
casting and budgetary controls previously detailed should enable 
the manufacturer to determine adequate price policies. 

The whole problem as it applies to any business is whether a 
drop in price will bring the product within the reach of people 
who have not previously been purchasing, or will tap a market 
which has been previously supplied by similar products. If a drop 
of price does neither of these, it results in only a temporary spurt 
in business, with corresponding loss of profit. 

Oftentimes, reaching a new stratum of buyers results in a loss 
of practically all the old customers. The price of goods sold for 
industrial purposes, that is, to other manufacturers, does not affect 
the volume so markedly as in other classes, but is beginning to 
increase this effect even in this field. When prices are low, the 
demand limited, and the market well defined, a reduction in price 
usually will not increase sales. A good example of this is bathing 
suits. 

In the consideration of the desirability of reducing price, the 
sales research and cost data should permit answering the following 
questions : 

What will be the effect on : 

1. Sales volume? 

a. Increased consumption due to reaching a new stratum 
of the market? 

b. Effect of competitor antagonism? 

c. Gain in sales temporary or semi-permanent? 

2. Profit position? 

a. Increased sales needed to maintain? 

(a) Total profit ? 

(b) Per cent profit? 
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b. How much loss in volume can be sustained under 
present price before loss becomes greater than that 
resulting from a cut in price? 

3. Absorption of manufacturing overhead? 
a. Determination of stop loss point? 

Conclusion 

It is evident that executives throughout the country are be- 
coming conscious of the necessity of organizing sales departments 
for greater profit. Fundamentally, such organization should be 
based upon what the business can economically afford, as determined 
by the establishment of a sales forecast and a carefully prepared 
budget, which provides for a fair profit or service charge based 
upon the total capital employed in the business venture. In addition, 
sales research and cost departments should be so organized that 
their statistics and computations can be properly interpreted for 
the executive. 

In spite of the accomplishments of the past we feel that the 
surface of this great work only has been scratched, and the next 
two or three decades will witness a rapid development in the 
establishment of sales standards and profit control. 

CHAIRMAN JORDAN: Before going on with the discussion 
of Mr. Willard’s paper, we will hear from another speaker. I want 
to do this so you can combine the discussion. I want to introduce 
to you Mr. Greer, who is Director of Accounting, Institute of 
American Meat Packers. 


STANDARDS FOR SELLING ACTIVITIES IN A MEAT 
PACKING COMPANY 

Howard C. Greer, C.P.A. 

Director of Accounting, Institute of American Meat Packers 
Chicago, Illinois 

T HE preceding speaker has set forth very ably the important 
fundamental principles to be observed in developing 
standards for selling activities. In this coordinated program it is 
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my function to present a specific instance of how such standards 
have been developed in a business with which I am familiar — the 
manufacturing and wholesaling of meat products. 

I recognize that few of you here today are interested in the 
meat packing business as such, and I therefore urge that you re- 
gard what I have to say here not as relating solely to that business, 
but rather as suggestive of the possibilities for similar work in 
other comparable industries. The setting of sales standards is a 
particularly difficult task in a business like that of meat packing, 
and it seems to me encouraging, therefore, from the viewpoint of 
standards in general, that it has been possible to work out some 
acceptable bases for measurement and control of selling activities 
in some of the companies in this industry. 

You will understand, I hope, that I am not pretending to present 
any infallible method or hard-and-fast procedure, but merely 
expect to tell you what our difficulties and problems were in a 
specific case and how we went about it to solve them. 

There are four things which I should like to emphasize par- 
ticularly in this connection. The first of these, as I have already 
suggested, is that a standard of some sort can be found for the 
selling activities of practically every concern. The basis of that 
standard may not be sales in dollars or sales in physical units of 
volume ; it may be only indirectly related to sales. But if you will 
ex ami ne your business I think you will find that no matter what 
are its peculiarities there is some factor which you can use as a 
basis for measuring and controlling your selling activities; some 
essential feature which will serve as a standard for the guidance of 
your executives. 

The second point of importance in this discussion is that the 
purpose for which you are setting those standards must be clear. 
It is of no avail to set up standards and to analyze and compare 
results with these standards, unless you have clearly in mind what 
they are for and what you are attempting to do through their use. 
Many companies have set up accounting analyses because they 
thought it was the thing to do, and not because they had a definite 
conception of how they could be helped by the results. A specific 
purpose must underlie every plan for establishing standards if the 
plan is to justify itself. 

The third point I want to emphasize is the importance of the 
psychology of the men who are to use these standards. If standards 
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are to be set as aids to the guidance and control of your enterprise 
you will do well to attack this problem not as a cost problem nor 
as an accounting problem, but as a problem in psychology. How 
can we establish a set of standards which will appeal to the 
people who are going to use them, so that they will take hold of 
them and make them a part and parcel of the efforts they are 
putting forth in behalf of the business? That question must be 
always in the front of our minds. 

The fourth, and I think the most important point, is to recog- 
nize that when we tackle this problem we must work with and 
from an existing set of conditions, and not from the hypothetical 
basis of an ideal business or a perfect organization. We are not 
starting from scratch, or beginning in the clear. We are beginning, 
usually, with an existing organization, made up of a certain 
number of ordinary, human individuals, with a certain background 
of experience, and the established habit of doing business in a 
certain way, and we have got to frame a plan which will fit those 
people and their circumstances, rather than imaginary people and 
ideal conditions. 

I am reminded of a story you may have heard Mr. Kettering 
tell. On a motor trip down in Tennessee he got off the highroad and 
lost his way. Meeting a man who looked like a native he stopped and 
inquired as to the best route to Cincinnati. The native scratched 
his head and said, “Well, you go ahead on this road for quite a 
piece, you pass a cross road, — no, two cross roads, — and at the third 
cross road you turn to your left and jog back about five miles — 
that’s a bad road, too — and then — well, now listen — to tell you 
the truth, if I was going to Cincinnati I wouldn’t start from here !” 

That is exactly the situation most of us are faced with when we 
try to begin to set standards in an enterprise. If we had our own 
way, “we wouldn’t start from here”, but unfortunately there is 
no other place to start. 

I have been consulting recently with the chief executive of 
one of the meat packing companies with regard to the setting of 
sales standards in his concern. He has been making a study of his 
business, and has decided that the profits are inadequate. Most 
business men think that about their profits. This executive, however, 
has gone further; he has examined the different parts of the busi- 
ness to determine why the profits do not come up to what he con- 
siders a reasonable figure. 
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In this study he first went into the question of his product. He 
concluded that the product was above the average in quality and 
was as good as he could expect to turn out. He ex am i n ed the 
question of his buying policies and manufacturing methods. He 
determined that the buying was being done well, and the manu- 
facturing efficiently and economically. He consulted his records as 
to whether his plant was being operated at satisfactory capacity, 
and he found that it was. 

What was the answer? He was selling enough, the cost was 
on a reasonable basis, the quality was good, but sufficient profit 
was not being realized. Evidently it was a question of selling 
prices. The sales department was realizing too little from its ef- 
forts. The problem was one of having the salesmen go out and 
get better prices for the same quantity and quality of product 
they were then selling, or of selling at a lower cost of distribution. 

That sounds easy. Simply set the prices to be charged and 
tell the men to sell at those prices. But that isn't quite as simple 
as it sounds. This company had been drawing up a price list each 
week, telling the salesmen what they ought to get, but they weren't 
realizing those prices. 

Let me digress a bit and tell you why it isn't possible to set 
fixed prices in the meat business and adhere to them indefinitely 
without variation. In the first place, there are wide fluctuations 
in supply and in demand, which cause prices to rise and fall, some- 
times very rapidly. The meat packer can sell only the products of 
whatever livestock comes to market. If the farmer decides to 
raise more hogs, there will be more pork; and there isn't any- 
thing the packer can do about it. If fewer hogs come to market, 
the pork supply drops off; and there is no way to increase it 
except as higher prices stimulate greater hog production for the 
next season. Demand also fluctuates, seasonably and otherwise. 

Secondly, the product is perishable; it must be sold. You can't 
hold it long. If the packer doesn't like the price that prevails, 
he must sell his goods at that price anyhow, or have them spoil 
on his hands. 

Furthermore, there is considerable variation in the quality 
and grade of the products. No two animals are just alike, and 
the meat products from the livestock are not identical, either. 
This leads to differences in price in supposedly uniform products. 
Prices become a matter of opinion, of temporary conditions, and 
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of bargaining. Tims the packinghouse salesman has become accus- 
tomed to having some leeway on his quoted selling prices, and 
to making -what seems the best possible trade to move his product. 

I mention these things because they indicate the difficulties 
which confront the packinghouse executive or accountant when 
he undertakes to set up standards for measuring and controlling 
the operations of his sales force. Sales volume is not a measure 
of accomplishment, and price alone is not a conclusive indicator 
of performance. There are a good many factors to consider. 

The first suggestion made by the executive was that we issue a 
hard and fast price list and say to the salesforee: “You must sell 
at this price; you will have to get it; we may be compelled to 
change the list every day, but you will have to sell at the list price, 
and we won’t accept an order at any other figure.” But this ques- 
tion of psychology got in our way. These salesmen have been 
“traders” as well as salesmen — many of them for years. What 
would happen if we suddenly forced on them a new way of selling? 
They would find it hard to adjust themselves. Some less radical 
departure from existing practice seemed preferable. 

The second suggestion was that we should make an analysis 
which would show the average price realized by each salesman 
on each product sold and then compare that average with the 
price which had been set for him. The management turned that 
proposal down. It was too difficult to weight the different factors 
properly, and too complicated and detailed in execution to be 
practical. So we said to one another as we discussed the subject: 
“What is there in this business that we can reduce to a standard? 
What is there that we can set down as a requirement of the sales- 
men, something to which we can hold them? What, in effect, are 
we really trying to get them to do?” 

After some further thought and study we came to this conclu- 
sion. What we expect from the packinghouse salesmen is the real- 
ization of a certain gross margin of profit. We don’t judge him by 
volume alone, or by price alone, or even by volume times price, 
but on the relation between his aggregate sales and the cost of 
the goods he sells. That must be satisfactory, and if it is we don’t 
inquire too closely into other features of his accomplishments. 

There exists in the market at any given time a fairly stable 
price relationship between the wholesale cost of packinghouse raw 
material and the price at which the finished product is sold. If 
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the price of cattle goes up, beef goes up. If pork trimmings go 
down in price, the price of sausage is reduced. Both materials and 
product fluctuate, but they increase or decrease in about the same 
proportion, under ordinary conditions. 

We decided, therefore, to figure each period the cost of each 
product, by taking the current cost of the materials we were buy- 
ing and adding to it fixed or standard amount of manufacturing 
expense, a sort of standard cost. Then we could expect our sales 
department to get a margin over and above that cost, and this 
margin should be reasonably constant at all times and under all 
conditions. The volume might vary ; the price at which goods were 
sold might vary; occasionally something would occur to interfere 
with that margin; but in general we could reasonably require 
the salesman to turn in a certain amount of margin each week, 
and we could set a standard for him as that basis. So we began 
to build our quotas in that way, a “ margin quota 5 ’ for each sales- 
man. 

The next question that arose was, 4 ‘Shall we tell the salesman 
how much profit is being realized on each sale he is making, how 
much gross profit is being taken in? If we do, he may get weak- 
kneed on his prices, thinking he has a big margin to work on and 
overlooking the fact that a heavy selling expense must come out 
of that margin . 55 

It didn’t seem to be necessary that he know the amount of the 
margin; all we wanted him to know, and all he needed to know, 
was whether he was meeting the standard set for him. In other 
words, we could tell him each week what per cent of the standard 
he had made. We could start him in with this assurance; that if 
he sold a normal volume of stuff and got the sales-list price for 
it, he would realize his margin standard ; also, that every time he 
shaded a price he was cutting into that margin. He would know 
himself whether he was comi n g up to his quota or not. 

How did we set the quotas? It might seem reasonable to set 
the same quota for all the men, but when we began investigating 
their territories we found that a uniform standard wouldn’t do 
at all. The territories were different. Some were good; some were 
very poor. We might give a man a difficult territory to work, one 
in which there was little demand for our particular class and 
grade of products; the stores might be bad and competition ex- 
ceedingly 'heavy, — and competition in the packing industry is ex- 
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ceedingly keen from top to bottom and all the way along. We 
might notice in passing that in respect to competition it is to 
be distinguished sharply from a business like the one !Mr. Allyn 
discussed this morning, and the methods must differ accordingly. 

We began to take off some of these margin figures, as they were 
actually running at the time. There were astonishing variations. 
Some men produced as little as $150 margin per week; one man 
turned in over $900. This latter was a “freak” figure; there 
weren’t many approaching it, but the common instances were all 
the way from $150 to $300. 

How to set up a fair standard for each man ! Well, we started 
at it in the most unscientific way I know. We simply adopted a sort 
of “trial and error” method, to see how we would come out. We 
said: “This plant ought to earn a gross profit of $20,000 a week.” 
Then we said to the sales manager: “You go over these routes and 
assign a quota to each man sueh that the total will come to $20,000 
a week.” 

So he did that. He first set down what he thought each man 
could do. At his first trial he came out with a total of about $18,- 
000. We told him that wasn’t enough, and he had to go back and 
find another $2,000. As I say, it wasn’t very scientific, but it was 
thoroughly satisfactory from the standpoint of getting the sales 
manager to analyze his job and set up for himself and his men 
some kind of a mark to shoot at. 

We think we can do the job better with more time and better 
analysis. We are going to take our best territories and study the 
class of trade which the salesmen on those routes have worked up. 
We are going to study the kind of stores, the class of business 
to which they cater, the volume of different kinds of goods which 
they sell, and then we are going to measure the performance of 
these salesmen on that basis. Next, we are going into other terri- 
tories and say, “What could a good salesman do in territory No. 
46, if he realized the same proportion of his apparent market as 
our star salesman No. 1, or any one of our first ten salesmen?” 
By that means, by studyiig the stores, their size, class, and grade, 
the kind of commodities they handle, and other factors, we think 
we can arrive at some fair measure of the potential value of those 
territories. 

Of course, the puzzling and uncertain factor in the situation 
is the caliber of the individual men on our present sales force. 



182 


SESSION IT 


They are not all equally capable; some are good, some probably 
poorer than we realize. The problem confronting ns — and everyone 
faces the same kind of a problem — is in trying to keep our evalua- 
tion of the territory clear of our evaluation of the salesman who 
is now working in that territory. 

We are bound to be influenced in judging the territory by the 
kind of man we have on the job now. This salesman whose quota 
we set at $900 a week is a cracker-jack salesman. He has been with 
the concern a long time and has a good territory, built up by his 
years of effort, and he is a topnoteh man. When he goes away on 
his vacation and we put a substitute man on that territory, the 
margin will drop to as low as $500. So it is not all a question 
of the territory. The man on the job has a lot to do with it. More- 
over, even when we know that some of these men are weak, we 
can’t fire them all out of hand. The next crop may be no better. 
We must make a start at least with the existing situation, like 
Mr. Kettering on his way to Cincinnati. 

I am not prepared to give any final solution for that phase 
of the problem. We shall have to compromise to some extent. I 
think we shall arrive finally at some sort of quota which gives 
principal weight to the character of the territory and some lesser 
weight to the character of the man we can get for that territory ; 
not necessarily the man on it now but the kind of a man we can 
afford or think we can afford to put into that territory. 

We don’t think a margin quota alone will be sufficient as a 
standard. We are afraid some of these salesmen may take only 
their customers who will pay the biggest price and work only to 
sell them the highest margin goods, to the exclusion of low margin 
lines which are necessary to our business. If the plant volume falls 
off we are faced with increasing overhead. So we propose to set 
up a tonnage quota also. That is a secondary affair, not the primary 
standard — but if a man runs one hundred and ten per cent on 
margin and fails badly below one hundred on tonnage, we shall 
penalize him to some extent on the extra compensation which will 
normally go with super-standard margin performance. 

We are also expecting to set expense quotas, and if time per- 
mitted I should like to discuss that phase of the task with you, 
but I can do no more now than refer to it as a feature of the 
program. The plan involves some new methods of costing sales; 
determination of the factor which causes variation in each type 
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of expense, such as weight, distance, number of orders, number 
of items, number of salesmen's calls, etc.; finding out how much 
it costs to pack an order of one hundred pounds, two hundred 
pounds, and so forth; what a unit delivery costs; how much it 
costs to run a sales order through the accounting department; 
and so on. 

With these three measures — margin, tonnage, and expense — 
we think we shall have a very good cheek on the productivity and 
value of each man and each territory. A man will be judged pri- 
marily on the basis of his achieved percentage of the margin set; 
secondarily on his tonnage and his expense. The factors will serve 
as a check against the primary basis on which we are going to 
evaluate his efforts. 

In conclusion let me refer again to the four points I attempted 
to emphasize at the beginning of this talk. In the first place, we 
were able to find for this concern a basis of measurement which 
has proved both effective and convenient, in spite of the fact that 
some of the more common measures used for setting standards 
were not applicable. Secondly, we kept constantly in mind the 
purpose for which the standards are created — to gauge selling 
activities on the basis of their effectiveness in contributing gross 
profit to the enterprise. Thirdly, we worked out the plan with 
constant attention to the psychology of the people involved, and 
developed those measures which we thought were most likely to 
produce the desired reaction on their part. Finally, we accepted 
the existing situation as a starting point and outlined methods 
which could be fitted to an actual going organization, rather than 
those suitable for a hypothetical but non-existent business enter- 
prise. 

It is interesting to note the reaction of the people in the con- 
cern, and the reasons underlying their satisfaction with the plan. 

I might say that if they were not satisfied with it we would con- 
sider that we had not done a good job in formulating it originally. 
Everyone concerned has had a part in developing the methods 
to be used. Each individual understands the purpose of the ar- 
rangements, and joins in our reliance on the plan as a means 
of putting the enterprise on a sounder basis. 

The individual salesman believes that he is being given a fair 
mark to shoot at. He has had explained to him that he must sell 
a reasonable volume of meat, at the prices given him in his price 
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list, in order to reach the gross margin standard for his route. 
If he does better than this he will receive additional compensa- 
tion; if he falls below the standard he will not be penalized, ex- 
cept that he may know to his own satisfaction that he is not in 
line for promotion or advancement so long as he falls short of 
the reasonable expectation for his territory. He has no complicated 
calculations to perplex himself with, and no opportunity to ques- 
tion the basis on which either his standard margin or his perform- 
ance are figured. He knows that it is not intended to discri min ate 
against him , and when he sees from the weekly list that some 
salesmen are exceeding their standard and thus earning additional 
compensation he can be sure that he has only to increase the ef- 
fectiveness of his own efforts to br t mg himself into that same class. 

The sales manager is the strongest advocate of the plan. Since 
it has been in operation he has stated that now for the first time 
the accounting department is giving him some figures on which 
he can quickly and intelligently appraise the performance of his 
salesmen. He has justly felt in the past that criticisms of certain 
of his men were not well founded, and he welcomes the develop- 
ment of a standard which will insure the equitable distribution of 
credit and blame among members of his force. 

The chief executive of the company is thoroughly sold on 
the idea. He said at the conclusion of our preliminary discussions 
of the subject: “You accountants must come to realize that the 
chief executive cannot and will not attempt to assimilate a mass 
of figures from various accounting records, set before him in a 
huge table, divided by items, by commodities, by territories, and 
so on. He wants something he can put his finger on ; something he 
can grasp at once; the concentrated essence of the story — the 
final guide to definite action. He wants the accountant to go 
through the mental gymnastics necessary to reach the conclusion, 
and he refuses to go through them himself. He wants to know, 
not what the figures are, but what they mean, and what ought 
to be done about it. The figure I want here is the per cent of stand- 
ard margin realized . That’s all I need to know about our selling 
activities to determine whether they are serving their purpose.” 

That last thought is particularly well worth bearing in mind. 
As accountants we must get beyond the idea that accounting work 
is an end in itself — a sort of fine art which may be practiced merely 
for the satisfaction which an artist takes in a good piece of work. 
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We must realize that accounting is no more than a means to 
an end, and that the end is not accomplished until we have made 
it possible for operating executives to use the results of our labors, 
and to use them intelligently, promptly, and easily. 

CHAIRMAN JORDAN: I wonder if you will forgive me 
if, before we start discussion on these papers, I would attempt 
to contribute a little myself out of a very small fund of informa- 
tion, 111 admit, on this matter of setting standards. 

First of all, I think Mr. Greer, when he said they did the worst 
possible thing when they went to the field men to set quotas, really 
did the best possible thing. I think it is a pretty general experience 
that quotas set up by the field men themselves are set a great deal 
harder than anything handed up to them and served out in a 
mechanical method. Personally I think it is a very good method 
to follow, a real incentive method, because of the psychology in- 
volved and because it gets every one in the field interested to ac- 
complish just what they set out to do. 

On the other hand, the market research work will then come 
in to bolster that up, to check it, to help along in the knowledge, 
to check the men in the field in their own knowledge and own 
desire and will piece out and correct and maintain a better know- 
ledge as to what the quota should be. 

While we have had a very admirable presentation of the 
factors which must be taken into consideration in setting quotas 
for sales, I do not think we have gone quite far enough yet — 
without any criticism whatever, you understand. This is an enor- 
mous subject and every bit of this ground work is absolutely im- 
portant but the point in my mind is, and I would like to have it 
answered by some of you in discussion, how to go at it to set 
these standards. 

I just want to contribute a certain thought based on the con- 
tinuity of our work in this convention and also based on what is 
being done in more than one company I know of. I believe it is 
something that will apply in any company whatever. We study 
the general economic conditions. Yes, they must be studied. We 
study all of these other factors. Yes, they must be studied, but 
how are we going at it to set these standards in a direct and 
definite way! 

Let’s just consider this. We have our organization set up; 
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we have our records set up. Ton will notice Mr. Allyn and Mr. 
Lowles, in answer to questions, in direct statement said that the 
records were there to show the sales and the profits and the 
expenses by lines of product, also by territories, and it is easy 
enough to get the gross profits on those sales and the individual 
expenses by men. So, you have territories, men and products in 
the set-up of records which we have had described to us. 

All right, now, we may have a limited line, as both of these men 
were talking about today. Their line is more or less limited, or 
it may be a very wide line, but the wider the line the greater the 
necessity of knowing the profits, the gross profits, by groups of 
products, by lines, and therefore we must have that, no matter 
what the 'business is. 

In a paint business where you will have fourteen hundred 
different articles in one line of paint you must have them grouped 
under certain groups in order to know whether each line or each 
group is paying. In any line of work whatever, I don’t care what 
it is, any industry manufacturing a very diversified line, I don’t be- 
lieve there is one industry with a large line that hasn’t its prod- 
ucts grouped in certain groups, and the controlling factor of the 
groups being either the sales field or the nature of product. If 
we have our standard costs or any other kind of costs we know 
what the gross profit is in each group. Now we have a bunch of 
salesmen. We may have specialized salesmen selling only within 
one group or we may have a type of salesman who sells all the 
groups. 

The next problem we have is the psychology of the salesman 
where he is liable to go out and sell something easy to sell, natur- 
ally, to get his dollars of sale. All right, we want to get away 
from setting the budget just on dollars alone, because the stuff 
that is easy to sell will be what is sold. But there’s something 
else we can do. In setting any kind of a control quota, particularly 
as we approach the question of incentives, which we will take up 
tomorrow morning, if we get into that from the stand-point of 
key men and executive incentives we will touch the sales depart- 
ment, of course. We have to prepare that basis this afternoon. 
We have to get that lined up. 

I want to put forward this one thought and you can develop 
it by discussion if it is at all interesting. We have gotten to where 
we have studied economic conditions. We have studied what Mr. 
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Greer has talked about of these various problems. We have our 
records and know our gross profits. So let’s do this. Let’s take a 
line that shows an average gross profit of twenty-seven to thirty 
per cent — use that as an illustration — and we will assign ten 
points per $1,000 of sales for a gross profit of twenty-seven or 
twenty-seven and a half to thirty per cent. For a gross profit of 
twenty-five to twenty-seven and a half we will assign nine points 
credit. For a gross profit of from twenty-two and a half to twenty- 
five we will assign a credit of eight points per thousand dollars 
of sales, and so on down until we reach, say five points. 

You will notice there you bring in the profitableness of the 
articles sold. That may be by articles, where it is in many busi- 
nesses, where you have only twenty-five or thirty items or it 
may be by lines where you may have fifty lines with five articles 
in each line — it makes no difference, nor does it make any differ- 
ence what you are making or what your business is — not in the 
slightest. You know from your records what these gross lines are. 

I don’t say that ratio of points is exactly right, but I want to 
give you that point. If we assign that number of points to be cred- 
ited to the sales department in each of those lines, that is all right, 
so far as ratio of credit to profit is concerned, but we have some- 
thing else we would like to “Mil” at one time. We still have the 
expense of selling. In that we have two problems that confront us. 

Is a selling department, a branch sales office, well say, a mat- 
ter of individual selling by men, and can we budget the men 
themselves, which we can do with a cash register and business 
machines? Yes, because there they are given three city blocks, and 
nobody else gets in there. But that is not possible with many lines 
of work. We have lines of work where we run into a problem preva- 
lent with every sales department. Let me describe that for a 
moment. 

Twenty years ago a business started up and Bill Jones went 
to New York City to represent that business. He was a young 
man at that time; he was ambitious at that time and sold all the 
traffic could bear. The business in New York City grew and Bill 
Jones needed some help so he got a young man to help him to 
do missionary work around, to make courtesy calls, because he him- 
self was quite busy closing the larger business. The young man 
would close out smaller business and help. He worked as an as- 
sistant, a runner-up. 
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That same thing will keep on and finally Bill Jones gets the 
title of branch manager and is no more that than my fourteen 
year old boy from the point of managing. He is nothing but a 
star salesman and during that twenty years the whole crew has 
been tuned to play up to Bill Jones, the star salesman. He will 
still keep his “mitts” on the big contracts. A true manager is 
one who will turn the jobs over to the salesmen and play the lines 
to build the men. But it is like hunting for a needle in a haystack 
in a great many lines to find branch managers who have come 
up through the selling field who are real managers. They have 
come up only as the star salesman and in recognition of that fact 
are made branch managers, when they really aren’t at all. They 
are only star salesmen. 

That is the second type of selling problem I am speaking of 
where it is a matter of team work. You can’t break that up. So 
many businesses are built on that basis. In other words there 
may be ten men in the branch sales office and the whole ten are 
playing up to one another while the so-called branch manager 
holds on to the big contracts. A salesman is like a barber ; he wants 
to hold on to his customers. That’s his stock in trade. We must 
recognize that and so there are two ways of looking at that next 
step. 

One is to treat that branch office as a team and the other is 
to attempt to break it down, to assign individual quotas to each 
salesman. In a great many businesses that is impossible, and in 
those businesses negotiating sales where there is an element of 
three, four, or five working on different angles of the same sale, 
is very difficult. But that needn’t stop you for a moment. 

If we will carry our example to the team work, we know from 
our records what the expense of selling is in that branch. All right, 
we know that and from that we can set it for that gang and if 
it is possible for you to do so you can break that down to the 
individual men with their traveling expenses and salaries. If you 
can break it down, the Lord help you do it. You know the expense 
for the branch. Now what is missing? We are missing the quota 
for that. Along come the economic studies which we have heard 
this afternoon and which must be made, and whoever is making 
or checking those quotas must have that in mind, but greater than 
all that, is the enthusiasm and push and pep within that organiza- 
tion, that, excepting in some few lines, they won’t let economic 



SETTING THE STANDARDS 


189 


conditions stop tliem from setting a quota of progress in that par- 
ticular branch, or in any branch. 

The great basic principle of setting quotas is knowledge of 
what has been sold in that geographical division, or by that in- 
dividual. On the basis of making a certain allowance of the ex- 
pected natural growth, governing the allowance through popula- 
tion, and setting beyond that the addition for salesmen or groups, 
and then, basing on the expectation in these different lines of 
work from past records, set what reasonably may be expected — 
letting the branch men set it first and then editing it afterwards 
as to the number of points that may be expected. Do it by groups 
first, if you please. You can’t always hold to those groups. It may 
shift during the year. But in any event, set, say, two thousand 
points as the quota of that office. The standard expense for the 
group will be a certain number of dollars. Divide that standard 
quota of points into the standard expense and you have an expense 
allowance per point. Then the business goes on merrily through 
the year. They may sell more in one group than in another, but 
you will notice in the higher profit group they get a greater credit 
in points per thousand dollars. There is an incentive there which 
we will cover when we get into the session on incentives, but this 
is all quota yet, and setting standards. This is incentive to sell 
the higher credit group which will make the most money for 
us, but if it is half as much work to sell something and get the 
same number of points, they are always looking for the high 
credits. Reduce their sales by groups to the credit of points for 
each group, find the total for the month, multiply it by the stand- 
ard expense cost per point, and it gives you an expense allowance 
that they are allowed for selling. 

That is, take the standard set — you know their actual expense 
from the records. Deduct that or compute it with the standard 
expense and if they have gone after their business hard you have 
a difference and that difference should be in favor of the men. 
In other words, if they have whooped their sales up, if they have 
reached and beaten their standard, the allowance will go up 
because you give them the credit on the amount sold at the cost 
per unit in the budget. Give them one-third of the difference 
which is called savings; give, possibly the higher up executives, 
the intermediates before you get to the chief executives, another 
third, or something like that, and keep a third for the company, 
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and yon hare completed a picture of setting a standard of control 
which brings in profits over expense. 

All this work is absolutely necessary, of studying the future, 
of studying how sales are forecasted, as they are doing in the 
meat packing industry. 

All this is anticipating the incentive point but we have so 
much to cover that it won’t do any harm at all. That comes in 
the setting of standards and how it can be done, and successfully 
done, in a great many sales departments. 

On account of the fact that Mr. Kingsbury’s paper will also 
be on the subject of setting standards, the principles that underlie 
that, and the analysis, being the same as in preceding papers, I 
think it would be better to have the discussion on all three papers 
at one time. So I will now without further ado have the pleasure 
of introducing Mr. Kingsbury, Controller of the American Bolling 
Mill Company, Middletown, Ohio. 


MANUFACTURING BUDGETS AND STANDARDS 

C. L. Kingsbury 

ControUer, The American Soiling Mill Company, Middletown, Ohio 

R ATHER than attempt to present this subject as a text on how 
to tie in Standard Cost and Manufacturing budgets I have 
prepared exhibits outlining one method, applying this to a hypo- 
thetical manufacturing company. I have taken the finishing depart- 
ment of this business to show the procedure involved in the stand- 
ard cost system applying to this department where inventories are 
carried at standard. This department was taken rather than one 
of the initial departments so that we can take the step direct from 
the cost of finished product at standard to manufacturing budget 
for the same period. 

The budget, as we use it in our Company, is the final yard 
stick by which we gauge the operation of the manufacturing unit 
involved. We use this as a method of analysing the variation of 
the operations of the business. The standard cost part involves 
only the manufacturing departments; the budget involves the 
combined problem of management and manufacturing and distri- 
bution. Through budgetary control, we work out the managerial 
problem of balancing capacity and distribution. The sales depart- 
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ment plan their distribution program with a knowledge of pro- 
ductive capacity and the manufacturing department plan the 
installation and operation of equipment so as to produce items 
for which there exists a profitable market. 

You may note that, in some cases, figures on the exhibits do 
not tie in, i. e., multiplying the quantity by the unit price does 
not give the amount in dollars shown. This is true because we do 
not carry out our unit prices to enough decimals to come to the 
dollars. In working this up, we set the quantity and amount first 
and from these determined our unit price. 


Statement of Cost — Finishing Department 
(Figures 43-44-45-46) 

These exhibits show by sections the layout of Statement of 
Cost for the Finishing Department of the X. Y. Z. Company. Each 
exhibit represents a sub-section of the cost sheet. You will note 

THE X Y Z COMPANY 


STATEMENT OF COSTS 
FINISHING DEPARTMENT — LABOR 


Items of Expense 

Actual Cost 

Standard Cost 

Amount 

Per 

Unit 

Amount 

Per 

Unit 

Salaries 

$ 1,500 
27,450 
5,160 


H 


Direct Labor 

Indirect Labor 

Total Lajbor 

$34,110 

$3.26 

1 $34,611 

$3.32 







Figure 43 


that we show in parallel columns, actual cost for the month under 
consideration and the standard cost applying to operations for 
that month. 

With a few exceptions, our standards are set on the basis of 
“time”. To make this a little more specific, our standard shown 
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THE X Y Z COMPANY 

STATEMENT OF COSTS 

FINISHING DEPARTMENT — REPAIRS AND SUPPLIES 


Items of Expense 

Actual Cost 

Standard Cost 

Amount 

! 

Per 

Unit 

Amount 

Per 

Unit 

Repairs Mechanical 

Repairs Electrical 

Total Repairs 

Supplies 

$12,140 

3,416 


$10,506 

4,500 



81.49 

15,006 

$1.44 

1,240 

815 

13,120 

8,770 

23,945 

2.29 

2,200 

750 

12,920 

9,150 

25,020 

2.40 

Small Tools, Etc 

Power 

Fuel 

Total Supplies, Etc 

Total Supplies and Repairs . . 


$3.78 

$40,026 

$3.84 






Figure 44 


THE X Y Z COMPANY 


STATEMENT OF COSTS 
FINISHING DEPARTMENT — MATERIAL LOSS 



Actual Cost 

Standard Cost 

Items of Expense 

. .. ! 

Amount 

Per 

Unit 

Amount 

Per 

Unit 

Material Loss — Scrap 

Material Loss Unaccounted For . 



$3,343 

1,140 


Total Material Loss 

$5,490 

H 

$4,483 

$0.43 


The scrap loss represents the prime value of scrap less the credit at its reclaimed 
value. The unaccounted loss represents the prime value. 

Figure 45 
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in Figure 43 for Direct Labor is arrived at by multiplying the 
number of operating hours by the standard hourly labor cost. 
To set the standard hourly labor cost for direct labor, we determine 
the standard number of direct men in the various positions and 
amount paid such labor, converting this into terms of cost per 
hour. The first items of Figure 43 — Salaries, is one in which 
the amount is fixed, i.e., the standard is set at the actual total 
salaries for the department and remains at this fixed amount from 
month to month irrespective of hours actually operated. 


THE X Y Z COMPANY 

STATEMENT OF COST 

FINISHING DEPARTMENT — PROPORTION CHARGES 



Actual Cost 

Standard Cost 

Items op Expense 

i 

Amount 

Per 

Unit 

Amount ! 

Per 

Unit 

Proportion of Wks. GenT Exp. . . 

Proportion of Depreciation 

Proportion of Taxes 

Proportion of Insurance 

$ 72d 
460 
230 
190 


$ 912 
440 
230 
190 


Total Proportion Charges... 






Figure 46 


All items of repairs, supplies and power shown on Figure 44 
have standards set on the “tune” basis. The unit cost shown is 
determined in the usual way by dividing the number of actual 
units produced (shown on Figure 49) into the dollars of ex- 
pense, both actual and standard. 

In our practice, material loss is an item of conversion cost. 
This, I believe is a departure from usual practice. Material loss 
shown here as expense is the difference between the value of the 
material and its value as reclaimed or scrap. “Unaccounted for 
Material Loss” is a total loss, there being no reclaimable value. 
In setting this material loss standard we determine what the 
material loss should be by each item of product. 

Standard loss for material shown here then is determined by 
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applying standard set for material loss on the three items of 
product, A. B. and C (see Figure 50). 

The standard for overhead and proportioned charges is set 
on the 4 4 time 5 ’ basis and “fixed” basis depending upon the nature 
of the expense. These items which should vary with the time of 
operations are set on a 4 4 time” basis and those which remain 
constant irrespective of the time of operation are set at fixed 
standards. 


Recapitulation — Statement of Cost — Finishing Department 

(Figure 47) 

There is shown here, s umm arization of the sections of the 
Statement of Costs added, to give the Total Conversion Cost. You 
will note that the standard for total conversion cost is slightly 
higher than the actual conversion cost giving an over-absorbed 
plant balance or variation from standard of $186.00 or $.02 per 
unit. The material cost however, shows actual cost in excess of 
standard, giving as Total Finishing Department Cost, actual cost 
of $.09 per unit or $1,055.00 higher than standard. In our prac- 
tice, we term this $1,055.00 variation from standard, 4 4 Plant Bal- 
ance”, so when I refer to Plant Balance at any time later in this 
paper you will recall that this is the variation from standard. 

Our material cost standard is set by determining the standard 
material which should be used for a unit of each item of product. 
The excess of actual cost per unit over standard cost per unit 
indicates that there has been more material used than was allowed 
on standard but it does not tell you which of the items of product 
used this excess material. There is a factor involved in this whole 
question of cost per unit that we have found has to be analyzed 
to give a true picture. We term this factor, “mix”. It is the pro- 
portion of quantity of each item of product to the total quantity 
and must be given consideration when comparing unit costs for 
one period with another. In the unit conversion cost and unit ma- 
terial cost is included, in this case, three products, A. B. and C 
(see Figure 50), each product in varying quantities and at 
varying conversion and material costs. The actual unit cost and 
standard unit cost are directly comparable for any one month in 
that the “ mix ” in both cases is the same. It is not possible how- 
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ever, to compare either directly for one period with another, unless 
the mix for both periods is the same, without converting them into 
a common unit. We refer to this common as “Par”. 

The method of determining the “Par” unit will vary with 
each type of industry and to some extent, within the same type 
of industry. “Par” unit is the item of product into which produc- 
tion of all other items of product are converted to give the relative 

THE X Y Z COMPANY 


STATEMENT OF COSTS 

FINISHING DEPARTMENT — RECAPITULATION 


Items of Expense 

| Actual Cost 

i 

Standard Cost 

Amount 

Per 

Unit 

Amount 

j Per 
j Unit 

Labor 

$ 34,110 
39,501 
5,490 
1,605 

$ 3.26 
3.78 
.54 
.16 

$ 34,611 
40,026 
4,483 
1,772 

$ 3.32 
3.84 
.43 

I -17 

Repairs and Supplies, Etc 

Material Losses 

Proportion Charges 

Total Conversion Cost 

Material Cost 

Total Finishing Dept. Costs . . 

Credit at Standard 

Variation from Standard ' 

3 80,706 
42,420 

$ 7.74 
4.06 

$ 80,892 
41,179 

$ 7.76 
3.95 

$123,126 

$122,071 
$ 1,055 

$11.80 

$11.71 
$ .09 

$122,071 

$11.71 




Figure 47 


production necessary to establish the base for comparable costs. As 
an example, in a rubber goods manufacturing plant, we might 
take as “Par” unit, a certain size automobile tire. All other rub- 
ber products made would be converted into equivalent of this 
“Par” unit, for cost comparison. The factor used for conversion 
in each case is termed “Par” factor. I do not want to take the 
time here to go into a theoretical discussion of this subject as it 
is complicated enough to require a full session to establish funda- 
mental principles for the determination of this factor as based 
on the above. Before passing on however, I would like to leave 
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this thought with you. A suitable item of product is picked and 
taken as the 4 ‘ Par” unit so that when other items are converted 
into terms of this item for equivalent production there will be a 
physical conception of the “Par” unit. It then is necessary to 
determine the “Par” factor to be used for converting all other 
items of product in any one Department and in total for the plant. 
To determine “Par” production cost, the various units manu- 
factured are each multiplied by their “Par” factor, totaled and 
divided into the total manufacturing cost, giving the picture of 
the relative cost of manufacture as established during the period. 

Referring now to the plant balance of $1,055.00 or $.09 per 
unit. This is the starting point for analysing the actual operation 
of the finishing department for the month. This point balance 
is due to excessive material cost. The cost accountant handling 
this department should analyze the material cost, actual and stand- 
ard, for each item of product. 

One or more of the items would show an excessive raw ma- 
terial cost. It will be noted (referring to Figure 45) that this 
excess in material cost shows up in excessive material loss. Work- 
ing from figures entirely, without a conception of the physical 
use of materials for this month, we could tell the superintendent 
of this department where he has gone wrong. By analysis, we 
could determine if this excessive loss occurred on the items for 
which excess material was used. From results of this study, the 
superintendent could correct his practice in use of material for 
the future so that this loss would not re-occur. 

Analysis of Variations From Standard — Finishing Department 

(Figure 48 ) 

This Exhibit is simply a summarization of the plant balance 
by sections of the cost statement. It shows that the material 
loss was excessive to the amount of $1,007.00 and material cost, 
due to quantity used, to the amount of $1,241.00. The unit cost 
of material is not involved as such material is carried in inventory 
at standard prices. Theoretically the excess material cost and the 
material loss would be equal except for credit given for the sal- 
vaged part of material loss. It would he perfectly correct in this 
case to assume that the $234.00 difference between the material 
cost and material loss represents the scrap credit. 
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THE X Y Z COMPANY 


ANALYSIS OF VARIATION FROM STANDARD 
FINISHING DEPARTMENT 


Item op Expense 

j ; 

j Gain 

J Loss 

Labor 

S501 

1 525 


Repairs and Supplies, Etc 

; 

Material Losses 

! $1,007 

| 

Proportion Charges 

167 

Total Conversion Cost 

Material Cost ' 

Total Finishing Dept. Variation . J 

! 

1 

186 

i 

1 

1,241 

$1,055 


Figure 48 


Operating Comparisons — Finishing Department 
(Figure 49 ) 

We find that it is very desirable to supplement our cost state- 
ments with certain factors of operation- The practical operating 
man seems to guage more quickly the results of his operations for 
the period through the use of ratios and comparisons. If we can 
give him a picture of various comparisons and ratios that he can 
fit into his mental visualization plan which represent operating 
at standard, we find that he is able to use these as a control in 
his daily work. In our practice, we give a number of ratios such 
as, units produced per man hour, units produced per dollar, direct 
and indirect pay roll, pounds of coating material per square foot 
of product, equipment operating hours per unit of product, etc., 
not shown on Figure 49. It is necessary to set these ratios and 
comparisons for each department to fit their operating require- 
ments. We determine these factors by study of the method used 
by the superintendent to visualize the operation of his depart- 
ment and make these factors the mathematical calculations involved 
in such visualization. 

There are a few things that I want to point out specifically 
on this Figure 49. You will note that the productive equip- 
ment hours, actual and standard are the same, while the units 
produced, actual are in excess of those in standard. We work our 
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standards by taking productive equipment hours actually oper- 
ated as a basis for applying the standards for the period. The 
productive equipment hours, then, determine the units -which 
should have been produced at standard hourly production based 
on this time. The operation of the finishing department of the 

THE X Y Z COMPANY 


OPERATING COMPARISON 
FINISHING DEPARTMENT 



Actual 

Standard 

Total Production — Units 

10,425 

5,142 

2.03 

10,200 

5,142 

1.98 

A VtUtl JL A V/VA tiLl LXvXl axx v * 4 

Productive Fnninment Hours 

Units Produced Tier Hour 

Productive — Operating Efficiency 

101.5% 


Figure 49 


X. Y. Z. Company for the period shows 101.5% operating effi- 
ciency or 1.5% actual productivity over standard. From these com- 
parisons, it would appear that the operation of the finishing 
department for the month was perfect. Had they used standard 
material, the plant balance would have shown a comfortable over- 
absorption against operating cost. 


Distribution of Cost — Finishing Department 
(Figure 50) 

This exhibit shows the method of distributing cost to the three 
items produced in the month, A, B and C with the total com- 
posite cost corresponding to that shown on the Statement of Cost. 
There are a number of figures shown here which are not a part 
of the cost distribution but are given to indicate how this state- 
ment might be prepared for a small company where too much 
detail would not be involved in showing departmental cost by items 
of product. In a company where a departmental distribution of 
cost would be too voluminous, the idea can be covered most sat- 
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isfaetorily by applying the principles of “Par” units as discussed 
briefly in the earlier part of this paper. 

You will note that the products A ? B and C, were produced 
in varying quantities for the month. The cost distribution factor 
is the equipment hours required to produce each of the three prod- 
ucts. The operating cost then is distributed directly on the basis 

THE N Y Z COMPANY 


DISTRIBUTION OF COST 
FINISHING DEPARTMENT 


1 

Item 

1 

Product 

A 

Product 

B 

Product 

C 

! Total 
; Products 

Production Units 

5,112 

4,208 

1,105 

10,425 

Equipment Hours 

2,606 

2,090 

446 

5,142 

Operating Cost 

338,205 

330,551 

3 6,460 

j S 75,216 

Material Loss 

2,812 

2,006 

672 

5,490 

Total ConvebsionCost 

341,017 

332,557 

$ 7,132 j 

3 80,706 

Material Cost 

330,726 

3 9,120 

3 2,574 

3 42,420 

Total Cost 

371,743 

341,677 

3 9,706 

$123,126 

Actual Unit Cost 

3 14.04 

3 9.91 

$ 8.79 

$ 11.80 

Standard Unit Cost .... 

13.98 

9.72 

8.83 

11.71 

Variation from Standard 

.06 

.19 

.04 

.09 

Variation in Dollars — 

3293.00 

3806.00 

*$ 44.00 

31,055.00 


* Indicates Saving. 

Figure 50 


of the equipment hours to each of the three products. Material 
loss is a direct distribution, i.e., material loss applying to each 
product is charged directly to that product. Similarly, material 
cost is a direct charge to each product. I want you to recall that 
the plant balance loss of this department for the period was caused 
by an excess in material used. 

In the lower section of this exhibit, we show the actual unit 
cost by product and the standard unit cost; the difference be- 
tween these two being the variation of each from standard. It will 
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be noted that products A and B show an actual cost in excess 
of standard while product C shows the reverse, a saving over 
standard. The total composite unit cost actual to standard how- 
ever shows a loss of $.09 per unit. You see then, to get a true pic- 
ture, it is necessary to go beyond the total figures and study what 
has happened in the case of each individual product. 


Statement of Manufacturing Budget — Finishing Department 

(Figure 51) 

We now take the step from cost to budget. You will see that the 
budget calls for varying production of the products A, B and C at 
varying unit prices for each product, giving a total budget for 
units to be produced at a composite unit price. As explained earlier 


THE X Y Z COMPANY 

STATEMENT OF MANUFACTURING BUDGET 
FINISHING DEPARTMENT 



> 

1 

t 

Budget 


Actual at Standard 

Product 

j Units 

Price j 

Amount 

Units 

Price 

Amount 

A 

6,000 

mm 


5,112 

$13.98 

$ 71,415 

B 

3,500 

■H 


4,208 

9.72 

40,901 

c | 

1,000 

8.75 

8,750 

1,105 

8.83 

9,755 


10,500 

$11.02 

$115,750 

10,425 

$11.71 

$122,071 

% of Production Performance 


. . .8 TJnc 

ler Budget 


% of Price Performance 6.0 Over Budget 


Figure 51 


in this paper, while discussing the basis for standard cost, inven- 
tories are carried at standard. This will explain the right hand 
section of this exhibit titled “ Actual at Standard”. We show the 
actual items produced of product A, B and C, each priced at the 
standard unit cost as shown in Figure 50. The difference between 
the actual unit cost and standard unit cost amounting to $1,055.00 
has been taken to Profit and Loss. 
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You will note that the quantity of each item produced differs 
from the budget set, B and C being in escess of the budget and A 
under the budget. The unit price, actual at standard, also differs 
from budget price. Item B is the only item where the actual at 
standard unit price is less than the budget. The budget called for 
operating hours in excess of the hours actually operated. The 
budget prices are the standard prices which would have existed 
had we operated the budget equipment hours. These price varia- 
tions are caused entirely by the fixed items of cost such as “ Sal- 
aries”, where the standard is not set at a certain amount per 
equipment hour. This variation between unit prices has been dis- 
torted purposely to bring out this fact that there may be a differ- 
ence between the budget unit price and the actual at standard unit 
price even when standards are applied to both. 

The study of the figures exhibited bring out some interesting 
things. In total the production performance was only .8% under 
budget. The individual items however, vary considerably. Item 
B, where the actual units produced is considerably in excess of 
the budget, shows an actual at standard unit price lower than the 
budget unit price. On product C, more units were actually pro- 
duced than called for on the Budget but the actual at standard 
unit price is in excess of unit budget price, indicating excessive 
cost due to operating overtime. The price performance however 
was 6.0% over budget. A detailed study of the application of 
standards involved in the budget as against the standards for 
actual would reveal some very interesting figures to show the 
Superintendent such as, what can be done by bringing the pro- 
duction of his Department to that called for on budget. 

In the ordinary case there should be interposed here, a finished 
inventory budget. This would make the problem somewhat com- 
plicated and would unduly lengthen this paper without, I believe, 
giving sufficient benefit to warrant the taking of the extra time. 
For those familiar with handling budgets, it is not difficult to 
understand how such a budget would be set up for the X. Y. Z. 
Company. For the purpose of this paper however, we have con- 
sidered that we manufacture and sell all units produced in any 
one period. Therefore, we do not have any finished inventory. 
This is an ideal condition not only from a budgetary control 
standpoint but from an operating standpoint possible only in a 
jobbing business. 
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Statement of Profit and Loss — Budget — Actual — Actual at 
Budget (Figures 5 2 ~53-54) 


These exhibits are combined in this discussion in that 
they form the Gross Profit and Loss comparison of actual and 


THE X Y Z COMPANY 

STATEMENT OF PROFIT AND LOSS — BUDGET 


| Sales 

Cost 

Gross Profit 

Prod- 1 1 

uct | Unit 1 Price , Amount 



Price 

Amount 

A | 6,000 $15.00 $ 90,000 

B 3,500 • 12.00 42,000 

C j 1,000 i 10.00; 10,000 

§12.00 

10.00 

8.75 

$ 72,000 
35,000 
8,750 

$3.00 

2.00 

1.25 

$18,000 

7,000 

1,250 

| 10,500 $13.52 i$142, 000 

! - 1 ..! 


$115,750 

$2.50 

$26,250 

i i ; 

i 1 

1 


Figure 52 


THE X Y Z COMPANY 

STATEMENT OF PROFIT AND LOSS — ACTUAL 


1 

Prod- 

uct 

) 

! 

Unit j 

i 

j Sales 

Cost 

Gross Profit 

Price 

Amount 

Price 

Amount 

Price 

Amount 

A 

| 

5,112 

$16.00 

$ 81,792 

$13.98 

$ 71,415 

$2.02 

$10,377 

B 

4,208 

12.00 

50,496 

9.72 

40,901 

2.28 

9,575 

C 

1,105 

9.00 

9,945 

8.83 

9,755 

.17 

190 


10,425 

|$13.64 

$142,233 

$11.71 

$122,071 

$1.93 

$20,162 


1 1 







Figure 53 


budget and the composite of these required to work out the analy- 
sis of why the X. Y. Z. Company did not meet its budget. Refer- 
ring specifically to the first two exhibits of this section we note 
that we should have made a budget gross profit of $26,250.00 
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based on budget production of 10,500 units at $2.50 per unit. 
Actually we made a gross profit of $20,162.00 with a production 
of 10,425 units at $1.93 per unit. It is interesting to make com- 
parison by each of the products A, B and C budget against actual, 
noting the difference by each item. Potentially, as shown by the 
budget, product A is the most profitable per unit, with product 
C the least profitable. Actually, due to ‘variations in sales price 
and variation in cost, product B is the most profitable and product 


THE X Y Z COMPANY 

STATEMENT OF PROFIT AND LOSS — ACTUAL — BUDGET 


Prod- 


Sales 

Cost 

Gross Profit 

uct 

Unit 

Price 

Amount 

Price 

Amount 

Price 

Amount 

A 

B 

C 

5,112 

4,208 

1,105 

$15.00 

12.00 

10.00 

$ 76,680 
50,496 
11,050 

$12.00 

10.00 

8.75 

$ 61,344 
42,080 
9,669 

$3.00 

2.00 

1.25 

$15,336 

8,416 

1,381 


10,425 

$13.26 

$138,226 

$10.85 

$113,093 

$2.41 

$2o,133 










Figure 54 


C, which should have been produced at a potential gross profit 
of $1.25 per unit, actually shows $.17 per unit gross profit. 

If we now take the actual units produced and sold and apply to 
these the budget sales, cost, and gross profit prices, we show that 
the “ mix ” actually sold in the month, if sales and cost prices 
had been that called for on budget, would have given a com- 
posite gross profit of $2.41 per unit. Variation of actual sales, 
cost and gross profit prices gave us only $1.93 gross profit per unit. 
Our gross profit, had we maintained our prices with the units 
actually sold, would have given us a gross profit of $25,133.00. 

Analysis of why the X. Y. Z. Company did not meet their 
Budget (Figure 55) 

Analyzing the individual amounts given on Figures 52, 53 
and 54, gives a nominal picture of what happened in each 
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case but we cannot get from this study, the potential gross profit 
gain or loss due to not having conducted the business as planned 
by budget. Figure 55 works out this analysis in a way to 
show potential gain or loss due to the variation between budget 
and actual. We have a potential profit loss of $6,088.00, the dif- 
ference between $26,250.00 and $20,162.00. We want to know 
why this potential loss has occurred. 

We did not produce 75 units called for on the budget, the 
difference between 10,500 units and 10,425. We should have made 


ANALYSIS OF WHY? THE X Y Z COMPANY DID NOT 
MEET THEIR BUDGET 


Gain Loss 

Additional Profit Possible §6,088 

Loss Due to Units — 75 Units at §2.50 Each $ 188 

Loss Due to Mixture — 10,425 Units at .09 each 929 

Gain Due to Increased Sales Prices §4,007 

Loss Due to Increased Cost Prices 8,978 


Totals §4,007 §10,095 

§ 4,007 

Net Loss Due to Not Meeting Budget § 6,088 


% of Shipments (Units) Performance 99.8% 

% of Profit Performance 76.7% 

Figure 55 


a gross profit of $2.50 per unit. There is, therefore, a potential 
loss of 75 units at $2.50 or $188.00 due to not having sold units 
called for on budget. 

The actual units sold by items or “mix” varied from that 
called for on budget. There was actually sold 10,425 units. If 
these units had been sold at the budget sales price and produced 
at the budget cost, there would have been a unit gross profit 
of $2.41 or $.09 lower than the budget unit gross profit. This $.09 
unit gross profit loss due to “mix” multiplied by the number of 
units, 10,425, gives the potential loss of $929.00 due to this ele- 
ment. 

It will be noted that the actual composite sales price is higher 
than that called for on the budget. If we had sold the units pro- 
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duced at the budget sales price, our sales amount would have been 
$138,226.00. Our actual sales amount was $142,233.00. We therefore 
had a gain due to increased sales price to the amount of $4,007.00. 

Our cost for the actual units produced at budget cost price is 
shown as $113,093.00. Our actual cost of $122,071.00 therefore 
involves a potential loss due to increased cost of $8,978.00. Sub- 
tract the one gain from the total of losses and it gives a net 
potential loss due to not meeting budget or additional possible 
profit of $6,088.00. 

This exhibit gives us a picture, by elements, of the comparison 
of budget with actual operations for the month. By using the 
figures shown here and studying in detail, actual operation as 
compared with the budget, we are able to put our fingers on 
the “sore spots”. We lost $929.00 due to the element of the “mix”. 
We find that we did not produce and sell enough of item A to 
give actual at standard cost the same as budget cost. We did sell 
more of product B than called for on the budget making a higher 
gross profit than the budget gross profit. However, the unit gross 
profit on product A should be 50% higher than on product B. 
In the future we should produce and sell more of the profitable 
product, if necessary sacrificing some of our capacity for produc- 
tion of less profitabJ t items. Our schedules for next period should 
be corrected to be sure that every effort is made to produce more 
of product A and, where the question arises as to which of the 
products will be given preference, such preference should be 
given to the most profitable product. Similarly, a study of the 
gain or loss due to the other elements will indicate the plan for 
controlling these elements to approach the condition of 100% 
profit performance. You will note from the bottom of Figure 
55 that our shipment performance was 99.8% while profit 
performance was only 76.7%. Since we are not running the busi- 
ness to produce a volume of goods but to make a profit on such 
activity, our first effort should be to build up the profit per- 
formance. 

In closing this paper, I want to bring out the division made 
in setting up standard cost comparison and budgetary control as 
represented by the several exhibits of the X. Y. Z. Company dis- 
cussed in this paper. Standard cost is the determination of value 
of products under standard operating conditions. It is used as 
a gauge to show where, by elements of cost, actual operations have 
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varied from standard. The variation from standard of the total 
cost for the period is taken direct to Profit and Loss, leaving 
products in inventory at standard prices. 

Manufacturing budgets represent the plan of operation for 
the period. The standard being applied to budget operations for 
the period is determined by the budgeted use of productive equip- 
ment. The budget in this case, calls for the use of productive 
equipment in excess of that actually used. The budget price there- 
fore represents the standard price applying to this budgetary 
operation. 

The last four exhibits represent the Gross Profit and Loss 
budget for this Company with analysis as to where the actual 
differed from the budget. Our Plant Balance of $1,055.00 repre- 
sents a loss in the finishing department of this Company due to 
not having operated at standard. The potential loss of $6,088.00 
represents a loss of this Company due to not having conducted 
their operations as planned on the budget. 

Analysis here shown by these elements is practically the same 
as that used in our business. We have found them of great ad- 
vantage in showing what is expected of the business when operated 
at standard with sales and production as planned by the budget. 
It is an important factor in the management of the business to 
effect this desirable condition. 

CHAIRMAN JORDAN: I presume the methods of the Amer- 
ican Rolling Mill Company are somewhat like the methods I know 
which I might bring out to explain the “mix”. 

In another company, some miles from them, they are running 
an immense line of product for one equipment and the budget 
of expense is studied for that the same way. They get the speed 
or mileage through the mill per foot of each kind of material. 
Knowing that you can get through so many feet per minute it 
is purely a matter of arithmetic then on all the thousand sizes, 
and they have over a thousand sizes of bar material that go through 
that mill. Once they establish the feet per minute that go through 
the mill it is easy to find out what the tonnage is, since the weight 
per foot is known. 

That mill may run two hundred sizes during the month. The 
theory is that being based on lineal feet that go through, with a 
correspondingly higher tonnage, the eost should be the same, it 
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should make no difference, if they run up to speed all the time, 
whether they put light or heavy stuff through, because if the 
tonnage is twice as much and the speed per foot standard, credit 
is twice as much. Therefore when the “mix” gets off — you see 
each individual bar that goes through is extended at its standard 
and theoretically, if they run it at exactly the speed they should 
have — and kept their budgeted cost the same, they should come 
out even. If they are slow in roll changes, careless in mill break- 
downs and a lot of other things, the thing wouldn’t come out 
right, because if they run a lot of light stuff and are slow in 
changing rolls they will be short. The same applies to heavy stuff, 
but that credit for “mix” makes a big difference. 

Another point is the matter of arriving at a budget, a point 
I want to pass on which most of you have experienced. Your 
burden, your overhead, your cost of production center is divided 
under the foreman, superintendent, mill men, repair, maintenance 
and everything of that sort. Let me give you the thought of 
putting that down month by month, side by side, for two years, 
going through and cutting out phoney figures, getting expense 
one place that belongs somewhere else, and journal entries to 
correct — go through and pick out the lowest in each item of each 
expense account and put in a column. That means by taking the 
lowest in different months that gives you a picture of the lowest 
at which they have ever run. Go through your cost and pick out 
the highest. Put that down. Add all of them across for the month 
and divide by twenty-four. That gives you the average. A good 
place to spot the standard on the variable standards is some 
mean between the low and the average, the argument being that 
sometime or other that low has been hit. That sets a pretty good 
standard. You can apply that to any burden, any overhead ac- 
count you have. You can apply that to any general expense ac- 
count of any kind, in general principle, and I am quite certain 
they probably did something of that sort at the American Rolling 
Mill Company. I know they have in other companies. 

That is a thought contributed along the line of these manufac- 
turing or any other expense accounts or cost centers. Don’t set 
it on the average but get that low and put it somewhere in between. 
That is where it belongs, because they are going after it just as 
Mr. Kingsbury said in his paper. 
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CHARLES R. RAUTH (Secretary-Treasurer, United States 
Cast Iron Pipe and Foundry Company, Burlington, New Jersey ) : 
I 'would like to ask Mr. Kingsbury if, in the establishment of stand- 
ard cost and indirect items, consideration is given for possible 
idle time or time for repairs or for periods of depressions in 
business, and also, if that is considered, 'whether it applies par- 
ticularly or whether it is considered in connection with the indirect 
item of expense ? 

MR. KINGSBURY: Allowance for normal repair time, set 
up time and idle time for departments is considered when stand- 
ards for these centers are set. Part of the work in determining 
the standard is concerned with making proper allowance for 
“down” time of equipment. When there is an entire shut down 
of a department, our practice is to take the expense during the 
period, for such department, as “Idle Department Expense”, 
direct to Profit and Loss. When operation of the department is 
below normal, we ordinarily have high actual costs which, in stand- 
ard cost parlance, means larger unabsorbed plant balance or varia- 
tion from standard. 

MR. RAUTH : What is that allowance ? 

MR. KINGSBURY: We set our standards for normal opera- 
tion at approximately 80% of capacity. This percentage, however, 
varies with departments or cost centers, some centers, where we 
must have practically continuous operation, are set at nearly 
100%. In very few cases have we set the normal below 80% of 
capacity. 

CHAIRMAN JORDAN: What accounts for that twenty per 
cent? 

MR. KINGSBURY: On the 80% normal basis of operation, 
the 20% allowance is for “down” time due to power delays, “set- 
up” delays, emergency maintenance, production delay in a pre- 
ceding manufacturing unit, etc. As I stated previously, we con- 
sider the determination of a standard for this allowance a part 
of the job of setting the departmental standard. It is based on 
a study of past experience, correcting such experience where it 
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is determined the delay should not have occurred in standard 
operation. 

LIE. RAUTH: On the other hand, if you have established 
your standard at eighty per cent and you drop to sixty per cent, 
would you carry the difference into profit and loss simply because 
of the shut-down f 

CHAIRMAN JORDAN: That is supposed to be accounted 
for, is it not, between your eighty and one hundred? 

MR. KINGSBURY : To answer this question properly I would 
have to know whether you mean that the department was operating 
at normal for 60% of the period and was idle and shut down 
for 40% of the period, or, whether this low productivity was 
produced by operating continuously but inefficiently. In the for- 
mer case, we would charge the expense incurred during the shut 
down period to Idle Department Expense. In the latter case, the 
excess over the standard allowed would show as Department-Under 
Absorbed Plant Balance. 

CHAIRMAN JORDAN: Let’s confine our questions as to 
how standards are set, sales or otherwise. 

G. A. MOE : I would like to get something to take back home 
with me. I have nothing to give to the Association. I would like 
to know the difference between an engineer ’s estimate and a stand- 
ard cost of a construction project, for instance, when you build 
a filter plant and the engineer’s estimate in advance is ten per 
cent over the actual cost? By setting a standard, as I understand 
it, you set a mark to shoot at. Is it proper for the engineer to 
estimate low in day labor or production, for instance, so the 
manager will have a mark to shoot at? 

CHAIRMAN JORDAN: That is municipal work you are 
talking about. That is outside the realm of what we are talking 
about, because it is an entirely different proposition. It all de- 
pends on the engineer and what he has on the pay roll. If he is 
honest he would estimate the work at what he thought it ought 
to cost. Then if he puts on an allowance so as to be sure to come 
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out right, he would then have set a standard at what he thought 
it should cost at certain rates and set everybody to it. 

S. H. DURKEE ( Factory Accounting Division , Frigidaire 
Corporation, Dayton, Ohio) : I would like to know about what I 
call index volume. Isn’t the standard volume the thing our stand- 
ards should be set on, when you have in mind the return on the 
investment to stockholders ? We must set our selling price to what 
our cost is. If we have overbuilt our plant that is another story; 
we have to correct that. 

The point I am trying to make is, isn’t the standard volume, 
sometimes we call it the eighty per cent rated capacity, the figure 
at which we should set our standard? 

CHAIRMAN JORDAN: You want to know how we should 
make the rating of the standard compare with the operation of 
the equipment to give the proper return on the investment in- 
volved ? 

MR. DURKEE: Yes. 

MR. KINGSBURY : This goes actually beyond the scope of 
my paper as I have considered the subject. We do however take 
this factor into consideration in setting our budget. To give a 
brief outline of our method of setting budgets, we first determine 
the net profit we should make for the period (in our case, fiscal 
year). We add to this, budget for Other Income; deduct budget 
for Management, gelling and Financial Expenses, arriving at a 
total budget gross profit for the operating divisions. This total 
budget gross profit is allocated to the various operating divisions 
on the basis of investment in the division. We not only include 
the investment in property account but also investment in in- 
ventory and such other items as can be allocated properly. We 
consider this divisional budget gross profit figure in relation to 
the budget gross profit to be set on the basis of sales expectancy 
and cost of producing these goods for sale. In practice, we usually 
find that the divisional gross profit budget based on sales ex- 
pectancy and cost, balanced with productive capacity, is in ex- 
cess of budget determ in ed by return on investment. We set our 
budget at the higher figure. If, however, the budget set on the 
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investment basis is higher than that set on a sales capacity basis, 
this matter becomes one of direct interest to the general manage- 
ment to determine action to be taken to correct such a condition. 
W e feel that we cannot afford to have any one unit operating such 
that it is not taking its share of the minimum requirement of the 
business and this condition must be corrected. 

J. Q. ADAMSON (Assistant Auditor , Freeport Sulphur Com- 
pany, Freeport, Texas ) : I would like to ask about setting the 
standard for producing a natural resource. We are in the sulphur 
producing business, which is one product. The greatest variation 
in cost, perhaps, is the variation in production itself. 

CHAIRMAN JORDAN : You want to know how to set a 
standard on the production where the conditions below ground, 
as I understand it, vary greatly ? 

MR. ADAMSON: It is so uncertain. That production may 
run 30,000 tons one month and the next month it might run 
40,000 tons. How would you set a standard for such a product 
in getting at the standard cost? 

PRESIDENT SWEETSER: You gentlemen have heard here 
today men who are supposed to know what they are talking about, 
and that if a man said it couldn’t be done, set out and find some- 
body to tell you how to do it. This question has been asked in 
different ways by thousands of different people. No one can sit 
on this platform and tell how a particular standard could be set 
on a particular business. 

CHAIRMAN JORDAN: You would just have to study the 
conditions. 

MR. KINGSBURY: To set standards for any one business, 
that business must be analyzed. The same standards cannot be 
transplanted to another industry of the same kind and be correct. 
The basis on which standards are set is standardized operation 
of that business. In your case, it may be necessary to determine 
how to take the first step, viz., the standardization of your busi- 
ness. Without such action, it is my belief, that the setting of stand- 
ards would be of no great benefit. 
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CHAIRMAN JORDAN: In coal mines and places of that 
sort where you run into different strata, the geologist of the 
company, who is studying those things, is the man who usually 
can tell pretty well what that production is going to run ahead 
for a while. But remember this much — in setting these standards, 
while you have an average standard production a day as a basis, 
it naturally is going to vary from day to day and week to week. 

In a steel casting plant you may have a certain standard pro- 
duction and the silica sand may run off and they may have core 
breaks and everything of that sort. Naturally it is going to vary. 
It can’t be something that is going to be true every day in the 
week. I think that is something to take into consideration in your 
business in looking at standard production. It is the over-all pro- 
duction that counts. It isn’t the day to day production. I don’t 
believe the conditions in your plant, with the under-ground fac- 
tors, are much different from a plant above ground, because there 
is in a plant like the rolling mill a variation of conditions from 
day to day on account of weather conditions, and so on. When 
it is hot in these sheet mills their productions will go all over 
the lot. 

PRESIDENT SWEETSER: I would like to say one more 
word, and that is this, concerning the conception that exists when 
you set standards, you expect everything to come out like those 
standards. We don’t expect that. What we want to do is to make the 
organization think. You will think about it more if you set up a 
standard as best you can and then have your records show how 
much you are deviating from those standards, and then we want to 
know, “Why did this happen, and the man responsible for the 
activity — does he know how it happened and can he explain it ? ” 
and he is in a better condition to go ahead and reach those 
standards. 

C. G. FAHNESTOCK: (Cost Supervisory G. G. Conn. Ltd., 
Elkhart, Indiana): .Where should you start in setting a standard 
for sales distribution cost where your sales are distributed through 
jobbers? Should you take their figures as to the estimate of costs 
or should you make an investigation of their warehousing costs ? 

MR. WILLARD : I was rather in hopes some one would bring 
up the old question of jobber distribution and its relation to the 
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question of going direct to the consumer. With regard to the cost 
of that type of operation I think the average man will find he will 
have to make his own study, in cooperation with the jobber. 

There has been a great deal of discussion in the last two years 
about the general trend of distributing direct to the retailer rather 
than through the jobber. I think it will be found, however, that it 
is equivalent to taking expense out of one pocket and putting it 
into another. I recall the day after the Farm Bill came out that 
Will Rogers said that ever since the Garden of Eden, the people 
had been trying to get rid of the middle man, and everybody had 
agreed that he wasn’t necessary in business, but he was still here. 

I think, gentlemen, the jobber is going to continue to be here so 
long as he gives service, and if you will make a comparison of cost — 
well, let’s make a comparison out of the hosiery industry, for in- 
stance. In the hosiery industry, if you are selling to a jobber, you 
can distribute through the jobber at a cost of three and three- 
quarters to five and a half per cent, depending on whether the 
jobber has to furnish more or less money for your operations. If 
you sell direct to the retailer, your minimum cost is going to be be- 
tween fifteen and sixteen per cent and in many cases it runs up 
to twenty and twenty-one per cent. 

Now, the jobber has only about a twenty per cent margin be- 
tween his cost and the price to the retailer, so he has to get his 
distribution out at fourteen or fifteen per cent and four or five 
per cent would represent his profit. So, I think that this discussion 
of whether you are distributing, through the jobber or direct to the 
retailer, is one that comes down to the question of who is going 
to pay the cost. 

The advantage, as I see it, in distributing direct to the retailer 
in most cases is that the manufacturer can control the activity 
the sales department puts forth. If sales are not going the way they 
should he can put more “pep” behind them. That is not always the 
case if he sells through the jobber. 

CHAIRMAN JORDAN: In other words, instead of taking the 
jobber’s word alone, you take that plus research. 

G. A. ROTHRAUFF: (Auditor, MacBeth Evans Glass Co 
Charleroi , Pa .) : I would like to refer to Mr. Kingsbury’s Figure 51 
and ask him what relation the budget production has to sales fore- 
cast? 
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MR. KINGSBURY : The budget on Figure 51 is based on a 
composite of sales forecast and available productive capacity. 
The sales department can always sell a volume of those things 
where productive capacity is limited and the Manufacturing De- 
partment, it seems, can always produce, in large quantities, those 
things for which the sales department finds a limited market. The 
beneficial effect of setting budgets on this composite basis is that 
both the sales and manufacturing departments become intimately 
acquainted with the problems involved in the other department’s 
operation. The matter of getting a suitable balance between sales 
distribution and production capacity may be troublesome at first. 
You will find however, that action necessary to establish this budget 
brings to the sales manager the necessity for developing a market 
for the quantity of product which can be produced with reasonable 
profit and to the works manager, the necessity for tuning his 
equipment to produce those items which can be sold to the best ad- 
vantage. The balancing of capacity is straightened out through 
means of a budget by the cooperation of the sales department 
and the manufacturing department. 

MR. ROTHRAUFF : So your sales forecast should sell eighty 
per cent of your plant output? 

MR. KINGSBURY : Your sales force forecast, if the market is 
available, calls for 100% of your plant output. Your plant output 
however, is set at approximately 80% of your plant capacity. You 
see then that there is some flexibility possible between sales budget 
and actual sales for the period, provided we can get better than 80% 
of capacity output on some items from our plant. 

CHAIRMAN JORDAN: Now we have covered organization; 
we have covered records to fit the organization ; and we have talked 
a little about setting standards this afternoon. Frankly, I don’t 
feel satisfied we have gotten into the subject of how to set stand- 
ards. The subject is enormous. I think it is something which next 
year we might very well pay more attention to, particularly if we 
have planted some seeds. 

We have talked standard costs a long time but I have never 
yet known of any session in this organization in which we have 
agreed on what standard costs were. Everyone’s idea is different. 
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I don’t know when it will ever be settled unless we can get down 
to the basic determination of how to set standards. This is the first 
time we have had a session on this explicit subject. It has been 
too short. We haven’t gotten as deeply into it as we should have, 
and some time or other we must do that because it is a subject of 
which very little is known. We just talk around the edge of it. 
Everything that has been said this afternoon has a direct bearing 
on how to set standards. It is basic information, going back to the 
start of economic conditions, going back to the start of what the 
world is doing, what industry is doing, what our own companies 
are doing. 

That all must be taken into consideration but for focusing it 
down as to how to actually set standards, I don’t feel we have 
gotten into it as far as I wish we would have, as to how it is done. 
The big point is here. The mere fact, possibly, we haven’t gotten 
into it as deeply as we might have indicates the problem that is right 
up against everybody in industry and business today. It isn’t 
sufficient simply to think, “Oh, well, it’s a hard thing”. It’s like 
the story that was told here this afternoon about starting “from 
here for Cincinnati”, everybody has to start in his own business. It 
is a difficult thing to start. Many businesses haven’t the past records 
they ought to have. Many businesses have good records which are 
of enormous value. 

Then we come into the sales department where to save our 
lives we can’t get the sales manager to assert himself as to what 
he will sell. A great many sales managers are the most artistic 
skidders and alibi shooters you ever saw in the world when you 
set them to a task of selling. That is hard to preach, too, getting 
standards set either for expense or volume of business, when you 
have a sales manager who bucks on setting any pace for himself 
at all. 

We have done it in plants, yes, but what can you do in a plant 
unless you get some kind of a volume quota set in the sales de- 
partment? As I sat here this afternoon it has come over me more 
and more that this problem of setting standards is an exceed- 
ingly deep problem. It is a problem that requires a very wide 
knowledge. You have to study; you have to know the general 
business conditions; you have to know the organization of your 
sales department; you have to know the make-up of it; you have 
to find out whether they are diggers who will go out in the by- 
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ways, or whether it has to be served up to them where to go. 
You have to take into consideration a great many things, but 
notwithstanding the fact that it is such an enormous problem, 
which it is, it only shows all the more how important it is to get 
into it and to get to the bottom of it. 

Manufacturing, yes, we have been doing that for quite some 
time. Standard costs in manufacturing, yes, quite a good many. 
Some are called standard costs when they are not. Yes, we know 
more about that but this sales problem — no. Personally, I regard 
economic reports only as an aid to setting budgets. Somebody men- 
tioned as to whether a certain sales district didn’t have a good 
salesman in it? Are you going to budget it on what that salesman 
can sell or what he ought to sell? I’ll say this, it has to be very 
judicious, along the line of tempting a mule to come along by 
holding hay in front of him. Through the incentives we shall hear 
about tomorrow you have to pull them along. If you hire a new 
salesman he might be as bad as the other,* at least, he is new. 
You might better develop your own men and give them credit 
for the fact that it is the company’s fault they haven’t gone into 
these things far enough to educate, to get the right incentive 
methods, to get all those things going; and the object of this 
meeting, again, I want to say is not for you to expect to get any- 
thing out of these papers and get something verbatim and say, 
“I’ll do that”. The object, I hope, is accomplished by the fact 
that it will impress the depth of this subject, and wherever there 
is depth there is a wonderful opportunity for any one to tackle. 

You may say, “The National Cash Register Company is easy 
to run”, but it isn’t. It has fewer articles to sell than others. 
There are a lot of calculating machines. There are a lot of business 
men to pull over. If nothing else, there is the problem of enormous 
volume, but look at the pep. Standards have to be set. They 
have to make a study of it. You heard a man in the treasury 
department, who came up in the business, talk as if he were 
the sales manager. That same opportunity exists for anybody. 
If not where you are, it may be somewhere else. You’re not frozen 
where you are. 

I want to bring up this point if there is nothing else when we 
get out of here — it isn’t a matter of getting up here and having 
a little talk over costs. Setting standards goes beyond that. It is 
a study of business, a study of human action, a study of psychol- 
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ogy. It isn’t enough to say that a territory should get twice as 
much in sales — that may be true but you can’t get it all at once; 
you have to work it up. You have to figure out an ideal. 

One company I know of took six years to reach its ideal in 
organization and set up its executive duties. They finally got 
there. Who was discouraged? Nobody. It had to be a matter of 
psychology. 

Remember that tomorrow morning we have something that 
ought to be more interesting than almost anything else, and that 
is the session on incentives for key men and executives. We are 
not going to touch the labor and plant because that has been 
talked about so much. It has to do principally with key men Many 
companies have had profit-sharing schemes for executives but the 
poor old superintendents and foremen and office people have 
plugged along on no great salary. That is passe now; the thing 
to do is to have incentives for everybody who has anything to 
do with saving and making profits for the company. 

This morning we discussed sales records; yesterday, manufac- 
turing records; this afternoon, how to set standards. You have 
had illustrations and discussions of economic factors that have to 
be considered. Mr. Kingsbury has shown you the layout of how 
they work it in his company. I happen to know that the results 
in that plant have been good. They haven’t gone far enough to 
be wonderful yet, but I can tell you in the other plant I spoke 
of out west where they set up the standards two years ago, they 
set them deliberately at one and a half million dollars less than 
their cost. In other words, if they continued at the same cost 
there would have been a million and a half under-absorbed. I 
had a letter from out there which stated instructions had been 
given to refigure all the standards and set them a million dollars 
lower than they were, that they were now over-absorbed on those 
original standards. That will mean two and a half million dollars 
they will go after. They are already in the last million. They 
have cleaned up in the first million and a half, and that, gentle- 
men, on sales of about $20,000,000 a year. Just figure that per- 
centage for a while and see what it means. 

How were they done? They were done by conscientious hard 
reasoning of the circumstances. The mere fact of what we have 
discussed shows you it takes a lot of reasoning, and the point I 
want to bring out is that there is nobody in a better position to 
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do that reasoning and use his head and get into practical problems 
than the cost worker and the statistics department of the com- 
pany. Don’t stop at keeping statistics — get in and progress, get 
in and dig, get into the work of the future. Get into the matter 
of setting standards; get records first. Get at them scientifically 
if you can. 

By the way, Mr. Greer wanted me to say that he didn’t in- 
tend to convey the impression that by going to the field first with 
their budgets they were doing it the worst possible way. He said 
he meant that that way alone was the worst possible way on 
account of the danger of setting them too low. He explained that 
was what he meant, thinking it would be possible to have the 
scientific stuff first and then cheek. 

Those are the things for you to figure out. The problem of 
how to set standards is a broad one. The point we want to get 
across is the wonderful field for everybody in our Association. 
Each member ought to be the best one fitted for it from the stand- 
point of strategic position, to get into those things and study them 
out, and that is the entire object of this program. 

Tomorrow afternoon we have seven men who will tell you 
something that will be exceedingly interesting, that will astonish 
you with the results that have been accomplished. 


PRESIDENT SWEETSER: The meeting is now adjourned. 
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PRESIDENT SWEETSER : I am sure every one of you will 
be very mucb interested in the announcement I am about to make. 
Mr. Jordan has indicated by his faithful and intelligent handling 
of these meetings his interest in this Association and in every one 
of you men. I know that you all feel a debt of gratitude to him 
for the remarkable way in which he has coordinated the activities 
of these sessions. As if that were not enough, he wishes me to 
say to you that he has decided, on account of the importance of 
the subject of yesterday afternoon, “How to Set Standards”, 
and also due to the fact that none of us feels satisfied that we 
have put it over as we would like to, Mr. Jordan announces a 
contest in which he will offer the sum of $500, a first prize of $250, 
a second prize of $150, and a third prize of $100, to bring out 
the best thought we can get from our Association by means of 
an essay on this subject ! He will enlarge upon this somewhat when 
he comes to the platform. I am sure you all appreciate what a 
fine thing this is. 

Mr. Jordan has prepared a statement, another coordinating 
activity. 

MR. JORDAN: I think there is very little to say along the 
line of coordination because we are all very much interested in 
the “mazuma” that comes after standards are set and you are 
organized and after you have incentives. We are going to hear 
something this morning worth while. As far as I can find out we 
are going to hear something that will give us a lot of help in 
the matter of incentive methods. It follows in the natural sequence 
that we have set our records to fit the organization. While I think 
we have left a little hungriness in the matter of setting standards, 
after we have the standard set that becomes a basis of quotas 
and budgets and standard costs and everything of that kind. 
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On the basis of those quotas we build up our incentive for 
key men. 

This afternoon we are going to have an old-fashioned meet- 
ing. The final services or obsequies that will take place this after- 
noon will bring a group of men who are going to tell you stories 
of what necessary mechanisms have done in the businesses with 
which they are connected. I understand some of them will make 
you rather dizzy but you can follow them. 

Yesterday we had good stuff. I think I am the only one so 
far who feels we didn’t get along as we should have yesterday. 
I feel just this way about the session yesterday. All standards, 
all budgets, all quotas, all incentive methods, everything else, de- 
pend on how you go at it to set your standards. It is really the 
basic job that has to be performed in building up any of the 
latter day methods of accounting comparisons and control. Per- 
sonally, I would like to have covered about three days in yester- 
day afternoon’s session. On the other hand, I think: in our own 
organization we have a wealth of knowledge that can be brought 
out on that subject. 

I feel this Association can do a most constructive thing. Let’s 
get down to real, common, every-day facts on how to get at this 
matter of setting standards, the real mechanism of it. Let’s assume 
we have studied world markets and everything of that sort and 
then get to the place where we want to set these standards. How 
are we going to set standards in our selling branches, in our selling 
departments, all the way through ? How are we going to set stand- 
ards for office procedure, accounting work, statistical work, get- 
ting down to all such features as to how many invoices a clerk 
should make a day, how many should be typed, how much posted 
to the ledger, and so on? 

A description and outline of this contest will be mailed to 
each member. You know, this Association is the only association 
that amounts to anything nowadays in constructive work, anyway. 
But we haven’t started yet, and this subject of setting standards 
is something on which this Association can do a wonderful piece 
of constructive work for industry in general. 

The idea is this — only three will get a prize but we hope to 
get two hundred papers. Think of all the material we will get for 
the money. I hope you will all go into it. Remember this — theories 
won’t work,* it has to be practical suggestion as to how to go 
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at it. Don’t apply it to your own business so much as from a 
standpoint of how to go at it to analyze these things. 

That is all I have to say this morning. I know you have a fine 
session ahead of you. 

PRESIDENT SWEETSER: This session is to be in charge 
of the chairman, Myron J. Hayes, of the Eastman Kodak Com- 
pany. I will ask Mr. Hayes to come forward and take charge of 
the meeting. 

CHAIRMAN HAYES: In continuing the story of organiz- 
ing a business for profit that we started last Tuesday, our contri- 
bution this morning is to endeavor to give some actual descrip- 
tions of incentive methods and show actually how they work and 
what they have accomplished. Incentive methods as applied to 
general workers has been quite thoroughly discussed in previous 
meetings of this kind and is generally known in industry today, 
so we will cover only briefly this type of incentive and dwell more 
on incentives for key men, supervision and higher executives. 

The question that first appears before us is, Why incentives 
for key men and executives? These men who are in responsible 
positions are naturally expected to scrutinize all expenditures, 
reduce costs and produce the best product at the lowest cost so 
as to make a profit. That is true, but it is often done in a mechani- 
cal way and as a burdensome duty rather than in a spirit of 
personal interest. 

We often wonder when we view a small business, How does it 
prosper 1 What makes it go ? Generally the reason is simply this — 
the financial reward for the owner plus his pride of achievement. 
What we hope to do is to show how personal incentive creates a 
real feeling of proprietorship which is invaluable in business to- 
day. 

In one of the previous sessions, the illustration of the speedome- 
ter was used to show how it indicates the speed of the business. 
Likewise, incentive plans, properly applied and well conducted, 
accelerate and lubricate the business. 

There are various types of incentive plans, but what we want 
to dis cuss this morning are the financial and non-financial that 
will cover the manufacturing and also financial and non-financial 
incentives that will apply to sales and distribution. 
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It is with great pleasure that I present to you a man who 
will handle the subject from the point of view of the manufac- 
turing division, Mr. I. H. Freeman, Superintendent, Wage Rates 
and Employment, General Electric Company, Fort Wayne, Indi- 
ana. 

AN INCENTIVE FOR KEY MEN AND SUPERVISION 

I. H. Fkee^an 

Supervisor of Wage Kate and Employment Section, General Electric Co., 
Fort Wayne Works, Fort Wayne, Ind. 

I N order that you may have a picture of our organization, let 
me say that in our work at Fort Wayne, we are simply an oper- 
ating plant. We have no direct connection with the sales organ- 
ization but bill our product at cost to a general office. However, 
our plant at the present time employs about ten thousand people. 
We have seven major divisions in the plant, each headed by a 
superintendent who probably would rank as a manager in a smaller 
concern. So, in considering what key men are in our organiza- 
tion, I have limited myself to key men below the rank of super- 
intendent, taking that class to include the general foreman, fore- 
man, and in some cases, the assistant foreman. 

One lesson we have learned from our experience with wage 
incentive systems is that if you want a key man or supervisor 
to really get up on his toes and tear into his job, give him an 
incentive based on the performance of his department that will 
really reflect his accomplishments under all conditions — normal, 
sub-normal, and abnormal. Such an incentive must be based on 
the main functions of his job, reflect daily the progress of his 
department, and yet be simple enough that he can understand it 
without a slide rule and a course in higher mathematics. 

The outstanding function of any factory supervisor’s job is 
to bring about an increase in productive efficiency, i.e., more pro- 
duction per man hour and per machine hour. To accomplish this, 
each and every operator in the department must be interested in 
his own job and concerned about all the work necessary to turn 
out the completed product of the department. 

Monthly operating reports for executives and superintendents 
are very necessary and valuable, but the information on such 
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reports is usually tabulated by division and can not be exploded 
sufficiently to show the progress in the small sections which make 
up the division. Then too, such information is prepared but once 
a month and, when available, is past history. What the key man 
and the supervisor needs is a daily check on his progress, which 
shows him exactly where he is heading. 

Our present incentive system is based on the main function 
of the supervisor’s job, gives him a daily check of his progress, 
and is so simple that very few reports are necessary. The super- 
visor’s incentive is so closely associated with the operator’s incen- 
tive plan that an explanation of the one necessitates a brief de- 
scription of the other. 

At present, a very large portion of our entire factory organ- 
ization performing direct or contributing labor and expense la- 
bor, is on group incentive, a small part is on piece work, and the 
balance on day work. New installations of the group incentive 
plans are being accomplished constantly and will continue until 
every individual in the factory shall have a definite incentive for 
more and better work. 

The particular group incentive plan we are using is in the 
class of partial participating plans, employing the Rowan prin- 
ciple for determining the bonus per cent. The plan provides that 
individuals having a community interest in the result of their 
combined efforts are included in a group, which group is credited 
in time for parts produced and accepted by the final inspector. 
Parts not up to standard must either be repaired by the group 
or are rejected without any credit being allowed the group for 
work performed on the rejected units. 

Included in the group are all the contributing and expense 
help, such as set-up men, material handlers, helpers, line inspec- 
tors, crane operators, and all other workers who can assist in get- 
ting out the work, in addition to those operators actually en- 
gaged in fabricating the product. 

Each member of the group has a day rate which reflects his 
value to the Company, based on quantity and quality of work 
produced, dependability, and flexibility. Adjustments in day rates 
are made as the individuals show increased value to the Company. 

Daily inspection reports indicate the units produced and the 
time standards to be credited to the group for such units. A 
simple form is used on which the time credits or “allowed hours” 
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are accumulated daily. On this form also are accumulated the 
charges, or “time taken’ as shown on the operators’ clock cards. 
Should the allowed hours exceed the time taken, a gain is realized 
and the standing of the group is expressed in a per cent found 
by dividing the gain by the allowed hours. This per cent varies 
daily as the allowed hours and “time-taken” hours for the cur- 
rent day are added to the accumulation of the credits and charges 
to date. 

Each day a factory clerk calculates the group per cent and 
posts it on a small board where it can be seen by all members of 
the group. In this manner, the key man or supervisor has accurate 
information as to the accomplishments of the group, which in- 
cludes all those under his control and not just those operators 
engaged on direct labor operations. 

The members of the group are paid each week at their day 
rates for the hours worked as shown on their clock cards. No 
time slips or work vouchers are necessary. At the end of the 
month each group member is paid, as extra compensation, the 
per cent of his total day work wages for the month equal to the 
per cent of gain as shown at the end of the month. 

Each member of a group has a two way incentive: first, to 
increase his individual value in order to receive a higher base 
rate, and second, to cooperate with all other group members to 
earn a high per cent of group bonus. 

The system of arriving at the group bonus percentage is thor- 
oughly understood by our shop workers who do not resent it in the 
least, the cost saving feature of the plan. 

The time factor includes allowances for normal scrap losses 
and the group members can add to their earnings by improving 
the quality of their work and thus eliminate losses due to parts 
being scrapped or time spent in repairing defective parts. 

The plan provides a direct incentive for key men and super- 
visors to increase production efficiency. This is accomplished by 
establishing a cost factor for the supervisor in addition to the 
time factor for the group. The cost favor is a money value which 
is credited for each allowed hour produced by the group. 

The supervisor’s credit consists of the total allowed hours 
produced by the group for the month multiplied by his cost fac- 
tor, and his charge consists of the day work wages and extra 
incentive wages earned by the group members during the month 
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and such excess cost as may hare been paid group members for 
'working overtime, as we pay the group members an extra allow- 
ance for all overtime work. 

The incentive is twofold, rewarding the supervisor for in- 
creased quantity of work, which sets up additional credit, and 
also rewarding him for quality of work, since the time factor 
includes an allowance for normal scrap losses which results in a 
credit if no scrap is produced. 

The daily posting of the per cent of gain shows everyone just 
how the department is progressing, and this fact has a very favor- 
able effect, as the best results are always accomplished by setting 
up a certain mark to shoot at and constantly, day by day, know- 
ing just where the department stands, rather than to wait until 
the end of the week or month and then try madly to overcome 
losses incurred earlier in the period. 

A definite standard of measurement helps executives and the 
superintendent to place a proper value on the key men and super- 
visors. A supervisor of a department working under piece work 
may get along fairly well, whereas, under group incentive, the 
same supervisor may not be able to measure up. The supervisor 
under our plan must really run his department, see that no hold- 
ups occur for material, and that machines and equipment are 
in working condition all the time. Failure to do this affects the 
output of the department which is immediately reflected in the 
cost per allowed hour. 

Since the plan accomplishes higher wages with lower costs, 
the necessity for driving is minimized and, instead, a spirit of 
team work is fostered. The supervisor directs the work and the 
operators support him to an extent not to be expected under piece 
work or other individual incentive plans. 

More production per man hour and per machine hour has 
been experienced universally, resulting in greater volume per 
square foot of floor space. This increase has permitted us to accept 
greatly increased production schedules without additional invest- 
ments in buildings and equipment except where it has been neces- 
sary to enlarge the “neck in the bottle”. 

It is our belief that every employee — both office and factory — 
should be rated as to his value to the Company and have an 
incentive to increase his value for which he should receive definite 
additional compensation. 
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Some interesting incentive installations recently effected are 
construction, maintenance, transportation, power house, tool rooms, 
shipping office, scrap department, blue print department, and 
production and stock sections. 

From experience we are sure that an incentive for key men 
and supervisors is a valuable tool with which management can 
effect additional cost reductions, keep the machinery and equip- 
ment operating in first class shape, and adequately reward the 
supervisor for his contribution in operating his department to 
maximum effectiveness. 

CHAIRMAN HAYES: R. TT. Darnell of the Federal Electric 
Company will make a few comments on the paper at this time. 

R. W. DARNELL (Secretary and Comptroller , Federal Electric 
Company, Chicago , Illinois) : If it is the purpose of the person 
discussing these papers to disagree with the speaker, I am afraid 
I am going to be somewhat a failure because I agree thoroughly, 
in principle at least, with Mr. Freeman. Key men incentives have 
proven to be successful in a number of organizations. I think that 
all I can offer this morning will be in support of Mr. Freeman’s 
remarks from experiences in one or two organizations with which 
I have been connected. 

First, as I see it, there are two classes of key men incentives. 
First is the incentive paid on the basis of savings and second, a 
profit sharing plan. I believe from the manufacturing standpoint 
and the standpoint of the foreman, savings and not profit shar- 
ing is the proper plan. 

I had occasion a few years ago to make an installation of a 
savings plan among a group of some forty or fifty foremen. The 
foundation of this plan was the savings made on manufacturing 
expense of which these men had absolute control. No factors of 
expense were brought into this budget that they did not control 
themselves. A budget was set up for each department and then 
accumulated for the plant as a whole, over which these forty or 
fifty men had control. They were allowed rates per productive 
hour for each item of manufacturing expense and at the end of 
the month the total productive hours within the department were 
extended by the rates allowed, giving them an allowed manufac- 
turing expense. This was compared to their actual expense and a 
saving, if there was any, was recorded. 
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That, in brief, is the plan that was used, and here is the 
result of it. All of these foremen working together as a unit in 
the first year of the operation of the plant had something like 
$800,000 of expense to work with. They effected a saving of about 
six per cent. In the second year that increased to about eight per 
cent and at the end of the fourth year, it was up as high as 
twelve per cent. In paying these men they were given the per 
cent they saved multiplied by their yearly salary as a bonus. 
At the end of the fourth year on a manufacturing expense of 
$800,000 the saving was in excess of $100,000. That is consider- 
able incentive to the man himself and was a great saving to the 
company. 

That is all I want to say about the manufacturing end. There 
was one point Mr. Freeman brought up in his talk on which I 
would like to ask him to be more specific. The foremen, as I under- 
stand it, receive their incentive and their bonus through cost re- 
duction, which takes in all phases of the operation of the depart- 
ment. It appears to me that there might be some possibility of the 
foremen recommending rate decreases which affect the operators 7 
incentive so as to reduce the cost of the department and thereby 
increase the foremen’s individual bonus. I should like to have Mr. 
Freeman discuss that point further and tell us just how that is 
overcome. 

MR. FREEMAN : The foreman in our organization has very 
little, if anything, to do with setting standards. He is too busy 
getting out production. The wage rate section, which is charged 
with the responsibility of setting standards, is composed of a group 
of engineers who are thoroughly familiar with every detail of the 
operations involved. 

The foreman can not cut standards. This is the way he makes 
his cost reduction bonus. Under the Rowan principle, the per cent 
of gain is determined in relation to the gross, or allowed hours, 
and this per cent of bonus is applied on the lesser figure, the 
more bonus the group earns, the lower cost is realized by the 
company. Does this work against the operator? It does not, be- 
cause there can be no cost reduction unless it is accompanied by 
higher wages per hour to the operator. The two are coincident 
and it is to the foreman’s interest to keep the per cent of bonus 
earned by the group to the highest per cent possible. 
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No incentive system, to my mind, is complete until it applies 
both the principle of suction and the principle of pressure to 
the same problem. The operators’ incentive is the “suction” incen- 
tive and the supervisors’ incentive the “pressure”. 

I believe that it is possible to establish an incentive system 
for all key men. If the rate at which light travels can be measured 
or the distance to the moon, why can’t the activity of any in- 
dividual be measured? Can’t you set up a standard? The whole 
situation is setting your standard. When you have your standard 
set you can apply the incentive as a matter of choice. You can 
apply one of a number of different incentive systems but the main 
thing is to establish your standard, and the degree of success with 
which your incentive system operates is dependent largely on the 
accuracy of your standard. It is no easy job and it is no side 
issue for some one in your organization to do. 

V. W. COLLINS: I notice the lack of two incentives which 
we consider very important in the manufacturing end of the 
industry. I would like to ask Mr. Freeman if he has given con- 
sideration to these matters in his organization, that is, quality 
and service to his customers. Scrap, low cost, and quantity pro- 
duction are given consideration. From our experience of several 
years we feel that the factors of quality and service to customers 
are very important. 

MR. FREEMAN: Quality is first, yes. No group gets credit 
for any unit until it is accepted on final inspection. Take a Gen- 
eral Electric refrigerator, for instance — it has to be perfect or 
it won’t work. It won’t work for us and it won’t work for you. 
So quality is taken care of. 

We appreciate that you can’t make bricks without having 
some scrap. There is a hazard present in every manufacturing 
process and we recognize that. Coming back to the standard, we 
determine very carefully and concisely what a normal allowance 
for manufacturing hazard should be and include it in the time 
factor. If that group can reduce that normal, they gain; if they 
allow their scrap to exceed that normal, they lose, because they 
don’t get credit except for the finished work that is up to the 
standard of General Electric production. 

As to service — in the foremen’s group we do not include any 
incentive for service. However, the way our organization is set 
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up, the matter of service is largely under the control of the pro- 
duction section and we do have a factor for service in the pro- 
duction section, but I am limiting myself entirely to the fore- 
men as the key men and I don’t want to take your time to dis- 
cuss that here. I will be glad to discuss that with the gentleman 
who asked the question. 

W. G. BEYRER {Cost and Payroll , National Cash Register 
Company , Dayton, Ohio ) : I want to ask Mr. Freeman what the 
size of his groups is. Does each group get paid on the basis of the 
number of completed General Electric units turned out or do 
the automatic screw machine men, for example, get paid on the 
units they produce? 

CHAIRMAN HAYES: We will answer it by saying we 
should try to confine ourselves to the plans for key men super- 
vision and operation. 

MR. FREEMAN: The conditions control that entirely. At 
our plant at Decatur, where we manufacture nothing but wash- 
ing machine motors, every individual in the plant is based on 
completed motors because the set-up permits that. In other di- 
visions the automatic screw machine operators, where we have 
a screw machine group, are paid on the work as it passes from 
them, is accepted by the inspector, and passes on to wherever 
it is used. We do not confine ourselves at all in giving credits to 
set rules as to size of group but we apply the plan to that par- 
ticular group that the conditions fit. 

A. J. C. BEACROFT: Do you set up in your standard, do 
you give an extra allowance, if you happen to purchase an in- 
ferior grade of raw material? 

MR. FREEMAN: We don’t do that. We test all our raw 
material before we accept it. 

MR. BEACROFT : Yes, but you are probably getting cheaper 
material at a cheaper price. 

MR. FREEMAN: I wouldn’t go into that; I could argue on 
that all night. We haven’t that problem really, to get back to the 
subject. We don’t allow inferior material to get into the factory. 
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L. A. BARON ( Comptroller , Stutz Motor Car Company of 
America , Indianapolis, Indiana) : How do you beep inferior 
material out of your plant. We can’t. How are you going to keep 
a casting out of your plant that has a hard spot in the middle of 
it! 


MR. FREEMAN: All I can say is that I will invite Mr. 
Baron up to find out how that is done. That is not in my depart- 
ment but it is accomplished. 

CHAIRMAN HAYES: If you will pardon me, I might say, 
we all know that as the material comes into the plant the defect 
may not be discovered until the easting is milled. It may develop 
afterwards that there is a sand hole in that casting that all in- 
spection as known today would not discover it before it was start- 
ed. From that point on he probably has taken into consideration 
his average losses. As he has explained to us, those standards 
naturally have to be set up on the law of averages. 

EDWARD W. KRUEGER ( Partner , Walton, Joplin, Langer 
and Company, Chicago, Illinois) : I am wondering to what degree 
of efficiency your standards are set in order to make them real 
incentives. It may be a personal question and you may not want 
to answer it, but are your standards set so as to give your key 
men five per cent, ten per cent, twenty-five per cent, or fifty per 
cent as a bonus at the end of the month or whatever the period 
is! I have seen some systems give so small a standard that they 
are reactionary. I would like to have an expression of opinion 
from the audience as to what would be a fair incentive. 

CHAIRMAN HAYES : I think Mr. Freeman covered his 
percentage in his paper. If you don’t mind, will you please state 
briefly what percentage you think it necessary to produce a par- 
ticular incentive? 

MR. FREEMAN : I will answer it in another way. Our fore- 
men and key men are earning from fifteen to thirty per cent 
bonus. 

T. B. DUNN: Is the incentive plan you are now using ori- 
ginal with you or was it installed by some of the companies 
exploiting this incentive plan? 
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MR. FREEMAN: No; Bill Dunnell of Chicago, as far as I 
know, is the godfather of this plan. He is with the Edison Electric 
Company. He has forgotten more about incentives than I know. 
I was a hard-boiled piece man and it took two days to sell me 
but I have been sold for six years. 

J. F. STILES : In what group are the inspectors included for 
a bonus or are they paid on a special basis of another kind? 

MR. FREEMAN: In our organization the inspector is like a 
supervisor and if the job is big enough he is called a foreman 
of inspection. Then there is the head inspector, ranking with the 
general foreman and the chief inspector who ranks with the super- 
intendent. The line inspector is included in the operating group. 
The head inspector is included in the supervisory group, as we 
are discussing it. The chief inspector is in the executive group, 
of which I know nothing. All I know is that I am in it. 

MR. STILES: On what basis are these inspectors paid? 

MR. FREEMAN: The line inspector is paid according to 
activity. The head inspector is paid on the cost reduction basis. 
The chief inspector is paid on the year-end bonus. 

C. F. KALER ( Secretary , Central Typesetting and Electro- 
typing Company , Chicago , Illinois) : Unfortunately, the plant I 
represent employs nothing but union labor, whose wages are fixed 
by contract for a year or a longer period. Therefore, it is prac- 
tically impossible to set up any incentive for the workmen. I am 
wondering if any one here has had incentives with union shops 
and whether any one knows of a plan for supervisors under those 
conditions. 

JOHN M. CARMODY {Editor, McGraw-Shaw Company , Chi- 
cago , Illinois ) : I have operated under the condition you men- 
tion. Inasmuch as this is a special topic, I will be very glad to 
discuss it with you personally and not take up the time here, if 
that is agreeable to you. 

ALFRED S. SEAR {Wadsworth Watch Case Company , Day- 
ton , Kentucky) : If the product starts from the preliminary de- 
partment and reaches an assembly line and is spoiled in the as- 
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sembly line, how do you penalize the foreman of the assembly 
department? 

ME. FREEMAN: It all depends on your point of credit. 
If it is a finished unit, such as a washing machine motor, then 
everyone is penalized. The group that has to repair it has to do 
additional work before it gets credit. If the point of credit is 
where that unit leaves the particular group in question, that group 
gets credit for it. If it goes into the assembly group, that group 
has to reject it ; it is charged back to the group that has applied it. 

MR. DUNN: The question I had in mind was, do you have 
various groups of efficiency if the men are making the same 
product? If they get to a certain stage of efficiency do they go 
into other groups? 

MR. FREEMAN: They have their base rate increase in pro- 
portion to individual value to the company, based on quantity 
work, quality work, dependability, and flexibility. That is an in- 
dividual matter. It doesn 7 t affect the per cent of the work at all. 

MR. BARON: A few moments ago you spoke of the refrig- 
erator. I presume the General Electric refrigerating unit is built, 
possibly, on one assembly line and the cabinet on another assembly 
line. If the inspector at the end of the cabinet line accepts them 
as good and then when they are completed as complete units 
another inspector looks them over and finds a defect, how do you 
penalize your inspection department for errors such as that? 

MR. FREEMAN : The line inspector is included in the group 
with the operator. If a defect is found that has passed out of a 
group into a subsequent group, the group responsible for the 
defect is penalized to the extent of the credit it has received, not 
only the inspector who passed in that group but the operator 
who created that error. 

HOWARD C. ZOOK: Do incentives produce quantity at the 
expense of quality when quality in a product cannot be detected 
until used by the customer? 

MR. FREEMAN: I don’t believe that question will ever be 
answered. As long as you have you inspection organization at 
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sword’s points with your manufacturing organisation quantity 
tends to decrease quality, but when you combine the two and 
get them to work together and you incorporate in your incentive 
system a provision for cooperation such as you have in any group 
plan, you will not find evidences — at least, not to the same extent 
— as where quantity production is had at the expense of quality 
production. 

SAMUEL K. WALTERS, ( Atlantic Refining Co., Pittsburgh , 
Pa.) : How are maintenance costs taken care of in the incentive 
plan ? Do the maintenance men get compensated ? Are the incentives 
figured over a short or long period ? If over a short period, and 
no deduction, what prohibits maintenance not being taken care of 
properly? 

MR. FREEMAN: The maintenance man is a local man as- 
signed to a section to take care of the machines in that section; 
he is the service operator; he is contributing help. He goes right 
into the group. He has an incentive to keep those machines going 
all the time. Major repairs to machines are done by the general 
service division, which is a division outside of the manufacturing 
division. 

We have an incentive system for all construction and main- 
tenance work, giving us one hundred per cent coverage. I have 
not touched on this because I kept my subject entirely on pro- 
duction foremen. 

CHAIRMAN HAYES : We are going to proceed to the next 
paper, which covers incentives in the sales end. We will now hear 
from Mr. Frederick D. Hess, Sales Manager of the Cooperative 
Foundry Company, Rochester, New York. 

INCENTIVES IN DISTRIBUTION 

Frederick D. Hess 

Manager, Sales and Advertising, Cooperative Foundry Co., Rochester, 

New York 

Y OUR job as accountants is not complete when you have de- 
signed a nice system, drawn up some beautiful forms and 
have synchronized the whole thing into a set of accounts, because as 
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I see it, “our job is to move merchandise at a profit ”, and, 
therefore, we need your help in analyzing the weak spots in 
distribution with a view of increasing our net profits* 

After all, your accounts, books and most of your statements 
are only photographs of past events, whereas, we need you as 
financial advisers in our efforts to move merchandise not yet sold ; 
and merchandise is moved mainly because of the incentive, or 
“motive power” inherent in the merchandise, or accompanying 
it on the path from the factory to the final consumer. 

In this travel, we find as a general rule, three distinct groups 
to be influenced, and need, therefore, an incentive “chain” with 
three links: 

One for executives, and key men, inside the organization; 
another, incentives for distributors, including wholesalers, jobbers, 
dealers and sales agents; and the third, -which is almost the most 
important now, incentives for consumers. 

In other words, where we formerly introduced some incentive 
plan for salesmen only, in order to move goods, nowadays we are 
forced by mass distribution, chain store methods, and other modern 
marketing tendencies, to create new incentives. And note how 
American industry is changing steadily from incentive methods 
for the personnel to methods for the distributor, then finally to 
incentives direct to the final consumer — over the heads of the ones 
previously mentioned. All in an effort to establish more or less 
automatic demands, and thus, in a way, eliminate incentives alto- 
gether, at least, as formerly used. 

Now let us classify and discuss the most important incentives 
according to the following sub-divisions: 

1. Incentives for the sales personnel in the company. 

2. Incentives for distributors. 

3. Incentives for consumers. 

And in each case I shall sub-divide the subject, as far as possible, 
into financial incentives and non-financial incentives. 

Incentives for the Distribution Executives Inside the 
Organization 

Formerly the sales incentives to this group of personnel con- 
sisted of salaries, with an occasional commission, bonus, or prize, 
for special campaigns. Such methods were, of course, too weak to 
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get more than the average results. Company after company is 
finding out that its executives and key men need more powerful 
stimulants in order to exert their utmost, and, furthermore, that 
some of the same tonics have to be applied to their assistants in 
order to get the best results. 

Financial Incentives 

Commission Pla7i 

You heard yesterday a very fine address on incentive plans 
in the National Cash Register Company selling direct. Such a plan 
is fine and is wonderful for a company of this type; but more 
companies distribute the other way, that is, through a middleman. 
Therefore, such a plan as described yesterday is not sufficient, 
and is usually subject to changes and improvements. 

Point Plan for Branch Managers 

At the Stromberg-Carlson Co. in Rochester, such a plan is in 
operation and has been used successfully for several years. Branch 
managers have been set a certain standard as: 

Quota of Volume for the year, equals 40% 

Average profit for the year, equals 30% 

Average expenses for the year, equals 30% 

Total 100% 

The method of computation of earnings is expressed by the 
equation : 


/Volume Sold X 40% 




Actual Profit X 30% ^ 
Quota Profit / 


\ Quota Volume / V Quota Profit 
/ Standard Expenses X 30% ) x Sil4IT FEB Weee _ 

\ Actual Expenses / 

Total Income per week (Branch Manager for example.) 

(Income per week) X 52 = Yearly Income. 


This works very well, and, of course, the main benefit from 
such a plan is that in order to set up standards, the company 
had to tell the branch managers, keymen and salesmen, what 
items were profitable and what items are not. As a consequence, 
the entire level of profit has been raised through that simple plan. 
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Salary plus a Bonus Plan , hosed on Net Profits of Company 

The successful executive and sales bonus plan of the Leeds & 
Northrup Co., of Philadelphia, manufacturers of electrical meas- 
uring apparatus, will work where you cannot establish bonus 
or incentive plans based on the efficiency of the individual branch 
or unit. 

The reason for such a plan is that one sales engineer might 
sell a certain equipment to the production department of a 
company in Oklahoma ; another sales engineer of the same company 
might have to call on the purchasing department in Chicago, 
whereas, a third sales engineer of the same company might have 
to call on the chief engineer in New York. The entire sales force, 
therefore, has to work together and accept a bonus based on net 
profits of the entire company. 

Profit-sharing Plan Based on Sales Unit Standard 

Such a plan is in successful operation, according to A. S. 
Rodgers, President, in the White Sewing Machine Co., Cleveland, 
Ohio, with 125 branches. Here certain standards are set up as, 
for example, profits per sale per unit, for amount collected per 
open account, and for percentage of accounts collected. Then the 
branch managers are given a profit-sharing of a certain per cent 
of salary for each $1.00 increase in unit profits above standard, 
another per cent of salary for increases in collections above stand- 
ard; and again a different graduated scale of per cents of salary 
for increases in open accounts above standard. Of course, such a 
plan has its limitations in that you can stay only within a certain 
standard with that plan. 

A Split Profit-Sharing Plan 

Such a plan is in use by the Walworth Co., Boston, Mass., 
selling to jobbers, dealers and also direct. Therefore, the branch 
executives get a bonus 50% of which comes from the profits of 
their own individual branches, and the other 50% from the profits 
of the company as a whole. The bonus is said to run anywhere 
from 10% to 25% of salaries of the executives. 

Combination Plans used in one Company 

Several plans are, according to F. E. Ketchum, President, 
in use by the Graybar Electric Co., Inc., a sales not a manufac- 
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turing organization. This distributing organization consists of 
nineteen main 44 houses”, each having under its supervision from 
one to eight branches (47 branch offices). 

The executives constituting the “house committee” house man- 
ager, sales manager, service manager and credit manager, enjoy one 
bonus plan based on net profits of the house. The branch execu- 
tives and sub-executives, correspondents, accountants, promotion 
men, etc., called the 4 4 office committee”, enjoy a bonus plan based 
on saving over and above standard ratios between gross profits and 
expenses under their control. For example, if 1% is saved, they get 
2% bonus, based on salaries. Certain 4 4 general office” executives, 
President and Vice-presidents, form the 4 4 general department com- 
mittee” and receive a bonus based on a certain percentage of net 
profits of the company. 

In all of these plans the salary is, of course, the main basis, 
but room is left for the judgment and decision of department 
heads. Results are published monthly. 

Stock Profit-sharing Plan 

Such a stock profit-sharing plan is in use at the present time 
at the Dennison Mfg. Co., Framingham, Mass. The annual distri- 
bution of extra remuneration is in the form of stock with a cash 
dividend on stock holdings. This is really the main difference be- 
tween this plan and the previous ones. However, it is worthy of 
note that two distinct plans are being used with this company, viz., 
the 4 4 employees” industrial partnership plan” and also the 4 4 man- 
agerial industrial partnership plan.” 

Since the first one concerns the general rank and file employees 
only, I shall confine my remarks to the latter. According to 
4 4 Some Dennison Plans and Practices”, the official publication of 
the Dennison Company, the executives and sub-executives share in 
the net profits of the company, five years of service being the pre- 
requisite for partnersip. In 1927 some 37,899 shares of stock were 
distributed (par value $10.00) to a total number of 413 managerial 
partners. 

Deferred Stock Bonus Plan . 

Such a plan is in use at the present time by the DuPont Co., 
where executives are not paid a bonus in cash immediately, but 
in deferred stock, along the lines of the plan of the General Mo- 
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tors, which you all know about, since it has received so much 
publicity since its initiation. 

Note also that at DuPont’s they use a class “A” stock bonus 
for any employee for conspicuous service, distributed regardless 
of company earnings, whereas class “B” stock bonus, is distri- 
buted to “selected” executives, according to net profits of the 
company. 

In all the profit-sharing plans in use today, comparatively little 
effort or success has been made with a more accurate rating scale 
as a means of a more exact payment of the efforts of individuals. 
I believe that the only company which has succeeded to some 
extent along this line is the Dennison Mfg. Co. 

I fully believe that here is a field which is wide open for 
accountants, as well as other managerial executives, to perfect. 
We all need your help to set up more definite standards so that 
earnings of executives can be made more accurate. We need more 
job analysis, and we need more unlimited earning scales, so that 
we can get every executive on his toes, and to exert his utmost. 
I agree with Mr. Jordan that we will he benefited thereby. So 
far, I think, we have not even scratched the surface when it comes 
to developing a real honest-to-goodness effective profit-sharing 
plan, which will make an executive feel more like a co-partner of 
a business enterprise. There is an unlimited field for accountants. 

Let me call yonr attention to a statement published not long 
ago by Charles M. Schwab: “Let us make the salary not $10,- 
000.00, but $3,000.00. In addition to that, I will give you a per- 
centage on all you save in manufacturing costs, based on an 
average of $1.50 per ton for putting the material into pig iron. 
If you cut the cost to $1.45, I will give you 1% of the amount 
saved; if to $1.35, 2%, and so on. Thus you may be able to earn 
for yourself not $10,000.00, but $25,000.00, or $75,000.00, and 
more. You devote yourself to cutting costs and making money 
for the company and the company will play fairly with you. In 
that way you will, in effect, determine your own salary every 
year ’ \ 

History of Profit-Sharing Plans 

While at the present time probably only 10% of American 
executives are on a special compensation or profit-sharing plan, 
it is safe to say that such plans will increase rapidly during the 
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next few years. Yon will note the constantly increasing growth of 
such plans from the following: 

The term ‘ 4 profit-sharing ” was, according to Hr. Boris Em- 
mett (Bulletin of U. S. A. Bureau of Labor No. 208) clearly 
defined, by the International Co-operative Congress, Paris, 
France, in 1889 as: 

“An agreement freely entered into by which the employees 
received a share, fixed in advance , of the profits 

Profit-sharing plans have long been in operation in Europe, 
but have not been successful nor popular in this country up to 
the present century, prior to 1915. It is said that (according to 
Forster and Dietel, Princeton University, “Employee Stock Own- 
ership in U. S. A .”) the total number of plans in operation up 
to that time did not exceed sixty. — The Illinois Central Railway 
Co. plan being one of the few shining examples. 

After the year 1900 such leading companies as the Pittsburgh 
Coal Company, National Biscuit Co., Firestone Tire & Rubber 
Co., U. S. Steel Corporation, Proctor & Gamble Co., began to 
share profits with employees through transfer of stock. With this 
remarkable start, and with the still more remarkable growth of 
sales of stock of public utilities, profit-sharing plans have been in 
favor ever since. 

Such other large companies as DuPont, the International Har- 
vester Co., and Dennison Mfg. Co., set the pace before and during 
the World War. With the taste of Liberty Bonds, the American 
public took more freely to profit-sharing plans, and since 1923 
such prominent companies as the Radio Corporation of America, 
the Standard Oil Co. of New York, Bethlehem Steel Corporation, 
the General Motors Corporation, the United Cigar Stores, the 
Great Atlantic & Pacific Tea Co., etc. started similar plans. 

That, and the phenomenal growth of chain stores — with profit- 
sharing plans for chain store managers — gave considerable addi- 
tional momentum to the steadily increasing growth of these plans. 

But we must here make a sharp distinction between “em- 
ployees stock purchase plans” and “ executive profit-sharing”. 
The great majority of employees’ stock purchase plans have noth- 
ing whatsoever to do with executive profit-sharing. In fact, when 
Professor Balderston, of the University of Pennsylvania, recently 
investigated 141 American plans, he found only 65 that included 
“executive” profit-sharing. Nevertheless, the total number of 
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companies working on such a plan is rapidly growing. So much for 
the financial incentives for executives. 

Non-Financial Incentives for Distribution Executives 

The foregoing financial incentives, of course, are extremely 
important because they seem to appeal to every type of executive 
imaginable, yet the non-fin an cial incentives at times may be 
equally effective and very often much less expensive. 

To develop and use non-finaneial incentive plans, there must 
be a definite promotion and organization scheme, preferably in 
connection with job analysis. Here the chain stores organizations 
are certainly setting the pace for the rest of us. They are doing 
everything they can to use job analysis, and analysis of every 
single branch, in order to pay their managers as efficiently as 
possible, according to individual ability. For example, the W. T. 
Grant Co., uses not only master record cards of key men, but in- 
spectors also visit each store periodically for checking purposes. 
Furthermore, managers report on assistants according to a regu- 
lar rating scale; in fact, every single department is recorded as 
to sales, actual against quota, turnover, mark-down and mark-up, 
inventory, etc., so that each branch may be compensated very 
closely in accordance with its own standard. Branch managers 
and assistants are promoted according to their standing and 
ability and this is a most powerful incentive. 

In addition to such non-finaneial promotion plans, I might 
mention, in order to clarify this subject, that on an average, the 
chain groceries, pay salaries from $20.00 to $35.00 per week, with 
percentage on gross sales ranging from one-half to two or more 
per cent, besides prizes for sales of special products. 

Drug chain stores pay generally a straight salary, although 
some chains pay an annual bonus and others a P. M. on all goods 
or novelties that yield more than the average profit. The Liggett 
Co. is said to pay a straight salary, plus a share in the increase 
in the net profits of each individual store over the previous year, 
besides cash prize contests. 

In the five and ten-cent field, the average is a straight salary 
plus a per cent of the net profits of the store — the one exception 
to such a rule is the J. C. Penney Co., each of whose store man- 
agers, as you know, has a one-third interest in the store he oper- 
ates. Note also that the United Cigar Stores Co. which at one 
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time paid commissions on sales, now is said to work on a straight 
salary basis. 

I believe, however, that in the ordinary company, we need 
more organization charts and definite promotion plans, so that 
every executive may know just what is ahead of him. It is human 
nature to want recognition; we all like to see our accomplish- 
ments appreciated and recognized officially. We all like to feel 
that we are being promoted. Money isn’t everything. Besponsi- 
bility, power, titles, rank, and privileges count. 

Let me also call your attention to some very important changes 
going on at present. If you have studied incentives as I have for 
the last five, ten or more years, you will note that there are cer- 
tain changes taking place periodically. When we have a “seller’s 
market” there is one kind of payment; then most companies put 
their entire force, including executives, on a straight salary basis, 
simply because the increase in sales and profits, is due to business 
conditions , and not to personal effort. On the other hand, when 
there is a “buyer’s” market, then executives and keymen are put 
on a commission basis, if possible, or salary and bonus, to make 
the executives exert their utmost to get sales and increased profits. 

But the biggest movement, the big change that is taking place 
just now, is the change from straight salary, to a profit-sharing 
plan of some sort. And if you are planning to install some profit- 
sharing plan, may I caution you regarding several points? 

There is a general tendency to under-estimate the importance 
of the human element and to over-emphasize the mechanical fea- 
tures, such as forms, systems, methods, and, I believe that that is 
why we do not get maximum results. 

Furthermore, incentives depend very often on two things; 
inside working conditions and outside conditions. 

A good example of the first came to my attention just a couple 
of days ago, when a good friend of mine, a sales executive, prom- 
inent in his field, turned down an offer of four times his present 
income, simply because he did not like to work with certain execu- 
tives in the other company. He did not believe in their policies, 
and he could not see where he would get any chance to progress 
under their direction. So you see, inside conditions have a great 
deal to do with the carrying out of an incentive plan. 

Then, again, outside conditions have a great deal of influence. 
For example; suppose you set up a co m mission plan, or profit- 
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sharing plan, for your executives. Suppose you all get busy. Sup- 
pose you stir up the sales organization to a high pitch of activity 
and double your sales in a month by over-loading your dealers. 
Is that worth while? Does that pay? 

Unless you also provide your distributors with similar in- 
centives, although they might buy and be quite enthusiastic, as 
they sometimes are, still they might not move the merchandise 
when there is no demand. Does that pay ? Not unless you have a 
third, and final, incentive for your consumers, so that you get 
what Mr. Freeman said in his speech, a few minutes ago — “a pull 
from one side and a push from the other”. And how to get the 
“pull” from the consumer side, I shall explain when we discuss 
“Incentives for Consumers”. 

INCENTIVES FOR DISTRIBUTORS 
Financial Incentives 
Discount — Open or Secret . 

In the old days all the incentives we had for dealers were 
discounts. But discounts today have lost their flavor; and dis- 
counts might sometimes increase your sales, but not increase your 
net profits. 

I know, for example, of a company making gas appliances. This 
company decided a short while ago to change over to distributors 
and jobbers. To do that they had to offer, of course, an unusual 
discount because this was the only way in which they could break 
in. Their sales grew wonderfully and everybody felt happy; but 
when the controller came around with the profit and loss state- 
ment, that presented a different side of the story. The discounts to 
jobbers had been so large that they cut into profits. 

What good was that incentive planr 

Quantity Bonus . 

Such incentives are used very frequently, for example, in the 
cosmetie trade, where often, with every one dozen of shaving cream 
or face powder, one unit may be given the dealer free of charge, 
as a special inducement. That is nothing more nor less than price- 
cutting. It will work temporarily in certain trades, but I do not 
think it is a sound incentive. 



INCENTIVES— EXECUTIVES AND KEY MEN 245 

Profit-Sharing Plans By Manufacturers. 

This is, of course, one of the more modern and important de- 
velopments now used successfully by several leading dealers and 
manufacturers. 

The Union Tobacco Co. has a plan which makes jobbers and 
retailers stockholders in the company. The demand for such a plan 
came from the tobacco jobbers and retailers themselves, no doubt 
on account of the small markup. This company then set aside only 
300,000 shares of common stock to carry’ out the plan. For the 
jobber it w T as decided that for every $1,000.00 worth of cigarettes, 
at wholesale price, bought and paid for, he would be granted a 
credit of $30.00 worth of stock ; or one share of stock per $1,000.00 
worth of cigarettes. 

For the retailer, a warrant for the proper fractional share of 
stock was packed in each carton of 10 packages. The dealer buying 
$300.00 worth of goods, received one share of stock through the 
redemption of these warrants. 

The Postum Co. of New York has another type of plan in which 
the following standards are set up: 

1. Guarantee of quality. 

2. Guarantee of prices. 

3. Guarantee of sales. 

4. Guarantee of proper turnover of stock, based on acceptance 
of purchase plans presented by sales representatives. 

5. Guarantee of a single price basis to all customers in the 
same freight zone. 

This plan, as you know, is based on an increase in purchases by 
the average store, as follows: “If the total gain in a year is 10% 
to 15%, an extra profit dividend is distributed on the basis of 1% 
of the total net purchases of the year previous, after deducting 
2% cash discount. If the gain is 15% to 20%, a profit dividend 
of 1%% is given,* and if the gain is 20% and over, an extra profit 
dividend of 2% is given. Note that all stores are expected to stock 
all Postum goods’ 7 . 

The Van Heusen plan provides the following: 

1. If a dealer in 1929 purchases 25% more collars than in 
1928, 10% of such increased purchases only, is paid as a cash 
bonus. 

2. If a dealer’s 1929 purchases are more than 15%, but 
less than 25% of 1928 net, 7^% of such increase is paid in cash. 
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3. If 1929 net purchases are 1% or more, but less than 15% 
increase over 1928 net, a cash bonus of 5% of such increase is 
paid. 

Such bonus plans, based on increases of the dealers’ sales, may 
not, after all, increase the sales, due to the fact that there is no 
reward for the sales person selling the collars. 

A still newer plan is the 50-50 investment plan, such as the 
one used by the May Oil Burner Corporation, Baltimore, Md. 
To be eligible for participation, a dealer must have completed a 
sales quota for a year, or the six months prior to purchasing. Then 
he may subscribe for one share of May common stock, for each 
May Oil Burner sold by him during that period. This stock is to 
be paid for over a period of three years. During the first year the 
company will contribute one-half of the payments for that year. 
The second year the company will set aside a part of its earnings, 
which it is contemplated will equal in each year at least one-half 
of that year’s payment of the subscription price of the stock. 

Whether such a plan, or the plans previously mentioned above, 
eventually leads into a situation where the distributors may own 
the parent company, or the parent company may own the distrib- 
utors, I shall leave to your own imagination, as well as judgment. 

Jobbers 9 Profit-sharing Plan. 

Such a plan was in use until a short time ago by the Electric 
Hose & Rubber Co., Wilmington, Del. It consisted in deducting from 
net profits for a certain year, a sum equal to 10% of par value of 
outstanding capital stock. Of the profits remaining 25% was used 
for profit-sharing with employees, and another 25% was set aside 
for customers. Distributions to customers were made in the pro- 
portion that the total net profits from each customer’s business for 
the year was to the aggregate total net profit made on all such 
customers’ business. 

The plan was somewhat successful for four years, but was 
dropped because, evidently, many jobbers used the profit-sharing 
plan as an argument to get lower prices from competitors. It was 
found also somewhat impractical to divide customers into groups, 
and to share profits with some and not with others. Finally the 
company found that comparatively few jobbers co-operated whole- 
heartedly with this company regarding such modern profit-shar- 
ing plans. 
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In talking about financial incentives for distributors, let us 
not forget another important fact. You can pay your distributors, 
managers and executives, as much money, and as heavy an incen- 
tive as you please or as you can afford, but often in the final 
analysis, the dealers’ clerks are the ones to influence. They can 
make or break your sales; they are your representatives before 
the final consumers, and if you do not enthuse them and give them 
the same courteous and intelligent treatment you give your own 
sales force, they may kill your extensive sales campaign. 

In many trades, premiums or prizes are given to clerks, either 
by dealers or manufacturers, as well as free entertainment, in- 
structions and education, visits to the factory, gifts, souvenirs, etc., 
from time to time. They have many items to sell, and require es- 
pecially intensive cultivation and instruction in the specific selling 
points of your product. 

Non-Financial Incentives for Distributors 

Exclusive Territorial Arrangement . 

This incentive you all know so well, that it needs no explana- 
tion. 

Special Consignment , or Warehouse Facilities . 

I believe you are all familiar with this point also. In one com- 
pany a short while ago, the addition of some warehouses, strategi- 
cally located, almost doubled sales, due to the simple fact that 
dealers then felt more inclined to place orders with the company 
when they could get quick service and delivery. Such incentive 
plans need no proof of their practicability. 

Concentration Flan. 

Such a concentration plan is sponsored by Wilson Bros., Chi- 
cago. Its outcome is very problematical. It is too new and has not 
had proper time for a conclusive test. 

Consumers* Demand — Actual or Promised . 

This interesting and intangible incentive is frequently as valu- 
able as all of the previously mentioned put together ; not only when 
working on a prospective dealer campaign, but also with old deal- 
ers. Consumer demand is often created by national or local adver- 
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tising, by high quality of the product, by special uses, by unusual 
features and selling points. Such created incentives and established 
demands, practically guarantee re-sale of products. That is why this 
is such an attractive incentive for distributors. One of the best 
proofs of this is, that the chain stores recently have begun to handle 
nationally advertised goods, a method which is said everywhere 
to be a phenomenal success. 

Regarding promised demand, note that in a certain company 
manufacturing brushing lacquer, a strong local advertising cam- 
paign was laid out for the metropolitan city of New York, and 
almost a thousand new dealers were secured in less than a year as 
a result. 

Again, it seems to make little difference whether we take the 
cost of certain incentives and add them to the cost of the product, 
or deduct them from the discount to distributors. For example, 
the Gillette safety razor blades are sold at an extremely low 
markup, perhaps a few cents for a small package, and yet dealers 
accept them readily on account of a steady demand, and sales 
keep on increasing. 

Merchandising Helps. 

These consist of all supplementary incentives to stimulate de- 
mand and to move merchandise such as : 

Free Samples for distribution. 

Advertising allowances — or sharing of local advertising ex- 
penditures. 

Re-sale crews (used, for example, by Hoover Vacuum Cleaner 
Co.). 

Manufacturers or jobbers Service Bureaus (such as, National 
Cash Register Co.; and Hibbard, Spencer, Bartlett Co.). 

Special exhibits, Fairs, Style Shows, etc. 

Traveling demonstrators, or at times, salesmen demonstrating. 

The usual helps, such as window display, direct mail adver- 
tising, etc. 

Unusual Selling Features , Actual or Created . 

The best way to illustrate this is to give you an example. In 
one company manufacturing ladies’ underwear, there was found a 
lack of demand on the dealers’ part and, as a result, constantly 
diminishing sales and net profits. After a careful analysis, a slightly 
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different product was designed, a French name was secured from 
a French designer by payment of a few thousand francs, was 
played up in local advertising and proved so popular that sales 
were doubled in less than eight months. 

Good Will, As An Incentive. 

In this connection I should also like to call your attention to 
the importance played by the term “good will”, either inherent 
or created. Note, for example, that it is said that the Graybar 
Electric Co. spent last year over one million dollars to adver- 
tise its name, to establish good will and to create a demand for 
its products, now distributed under the new name. It is believed 
that such an incentive of a million dollars is well spent and wilL 
prove a profitable investment. 

Concluding this section on Incentives for Distributors, may I 
draw your attention to the modern changes. One of these changes 
is important. It is a change, or a “shift”, from applying incentives 
to the personnel of the organization, to applying the same or simi- 
lar incentives, or applying the same amount of money in different 
incentives directly to distributors. Again, may I illustrate, by stat- 
ing the case of a manufacturer of cosmetics, who, the last few 
years, gradually has called all of his salesmen off the road, and 
has spent approximately the same amount of money on creating 
national demand (by national and local advertising), and on dis- 
count and price reductions to his distributors, all with the result 
that his sales have been steadily increasing at a lower cost, and 
with increased profits. 

Regardless of the threat of syndicates, mergers and chain or- 
ganizations, and similar modern merchandising methods, no doubt 
caused, in part, by the possible reductions in distribution costs, I 
believe that we are going to see more such remarkable changes 
in incentive methods in the near future than we have in the past, 
perhaps due to the more intense competition we have today which 
makes us analyze every penny spent for distribution. 

Mutual Incentives. 

In discussing chains and mergers, permit me to digress for a 
moment, by calling your attention to the distribution incentive 
plan inaugurated in 1928 by the Beechnut Packing Co., and the 
United Cigar Stores Co. According to this plan, the United ob- 
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tained some fifty thousand shares of common stock at about $50.00 
per share, in consideration of which, it is said, it practically guar- 
anteed to promote the sales of the Beechnut confection in United 
stores. And within a short time, the manufacturers of Life-Savers, 
Beechnut’s competitors, made a deal of the same nature with a 
similar organization. The main reason for this arrangement was, 
evidently, control of distribution and to provide for a mutual incen- 
tive between manufacturer and distributor. Note that, theoretically, 
Beechnut could have secured $750,000.00 more from bankers for 
this stock. The question remains, could they have spent this amount 
of money with better results in national advertising for the benefit 
of all of their outlets, than they did by receiving the guarantee 
of automatic demand in some three thousand stores of the United ¥ 
No doubt, there was a powerful incentive for such a distribution 
plan, or it would not have been consummated. 

INCENTIVES FOR CONSUMERS 


Financial 

While your distributors may be enthusiastic about your prod- 
ucts, you still have to provide some important incentives for your 
consumers to move merchandise at a profit. Many ask me “how 
can you give an incentive to consumers? It isn’t being done”. 

It is, and I am going to give you a number of such methods. 

The Club and Bonus , or Premium Plan . 

The best example of such a plan is the Larkin Company plan. 
Around the year 1880 Mr. Elbert Hubbard conceived the idea 
of giving away as a premium, some silver spoons of Rogers’ with 
every $10.00 box of soap purchased through this company. A 
group of women organized and pooled their purchases, to get the 
spoons. From this small beginning has grown, based on this plan, 
an organization whose sales run between $30,000,000.00 and $40,- 
000,000.00 a year. At the present time, this company is said to 
have some 80,000 “secretaries”, each with a group of five or more 
purchase-consumers. The “secretary” gets a reward in coupons 
to the “merchandise amount” of $12.50 per $50.00 purchases. Note 
that some of the prices in the catalogues conform very closely to 
those of the chain stores, yet others are found slightly higher. This 
has no serious effect on the sales because of the coupon system. 
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In other words, a housewife can save up coupons and thus buy 
certain things which she may need in the home, where she might 
not otherwise have the money to purchase such goods. The success 
of this plan is assured. It has a wide following, especially in in- 
dustrial towns where “saving and thrift” are watchwords. 

Straight Premiums . 

Such incentives may be in cash or merchandise, such as, for 
example, are given with purchases in grocery stores and department 
stores. H & H Green Stamps, coupons (United Cigar Stores), a 
set of dishes with a stove, $25.00 for your old radio, are good 
examples of this method. 

Profit-Sharing Plan for Consumers . 

Such a plan was launched a few years ago by the Common- 
wealth Press, Chicago, and provided that all excess profits, above 
6%, were to be distributed among consumers buying more than 
$250.00 worth of printing for three months, according to amount 
of purchases. This plan, however, was discontinued this year on 
account of competition, and the “lukewarm” acceptance by con- 
sumers. 

Reduced Prices . 

Such incentives are, generally, lowered prices, such as used 
during “Fire Sales”; special close-outs; cut-rate sales; or due to 
“self-service” such as created by store plans employed by Piggly- 
Wiggly, and other chain stores. Many of these have proven quite 
successful. 

Quantity Purchases , Discounts. 

Such incentives may be created by advertising quantity sales 
or special sales, such as the Rexall One-Cent Sales; “Three Collars 
for $1.00” Sale; combination packages; Dollar Day Sales, etc. 

Club Sales with Premiums . 

The well-known “Club Aluminum” plan has proven that such 
incentives may be successful. 

Special Deals. 

Such incentive plans are in extensive use, especially in the 
cosmetic trade, where a bottle of after-shaving lotion is given free 



252 


SESSION V 


with a tube of shaving cream, or a bottle of perfume with a box 
of face powder, etc. 

Commission for Leads Secured from other Consumers. 

Such plans are in extensive use by some automobile distributors 
who offer $5.00 to $20.00 cash for leads that are closed, supplied 
by regular customers. A similar plan has been used with washing 
machines and vacuum cleaners with success. 

Installment Plan to Facilitate Payments . 

You are all familiar with the increased sales made by install- 
ments in all lines of manufacture, hence I shall not spend much 
time on this point. It has been proven to us ; but may I show you 
just one or two examples of what incentives of this type may 
accomplish ? 

I was talking recently with a distributor of a well-known refrig- 
erator who told me, and showed me, that during the first four 
days of June of this year, he had sold as many refrigerators as 
during the entire month of June the previous year, due to the 
introduction of a liberal installment plan. 

Only a few days ago I was discussing this important 
point with the sales manager of a Public Utilities Company in the 
northeast. His department had sold 200 refrigerators in 1928 ; by 
June 1st this year, he had sold 336 ; this remarkable increase was 
due solely to the fact that last year he sold refrigerators on the 
basis of 25% down, and a year to pay, whereas, this year they were 
being sold on the basis of $10.00 down and thirty months to pay. 

Here you have proof enough of the efficiency of a popular in- 
centive plan for consumers. 

Prize Contests for Consumers. 

Such contests are frequently advertised in the national maga- 
zines and undoubtedly you are all familiar with them. The largest 
one today I believe, and the one which is best known at the present 
time, is the Eastman Kodak $25,000.00 Contest which is running 
now, and which is being watched with a great deal of interest. Other 
contests along this line are very effective. 

Non-Financial Incentives for Consumers 

While such incentives are more intangible and difficult to trace, 
yet we have constant evidence that they pay. The great majority 
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of non-financial incentives are promoted by advertising, crystalliz- 
ing the potential demand by kindling our dormant desires, and 
by stirring consumers to action and making them buy and pay 
the price. 

Purchase Appeals, and Buying Motives. 

By far the most powerful incentives are the imaginary or real 
features created either by the product itself, or by its use, and 
exploited by the distributor, by the salesmen and by advertising, 
which will make consumers voluntarily buy more of your products, 
without any apparent effort on your part. 

I believe here is a point which we often overlook, but it is 
true that the most economical incentive, just as the least expensive 
publicity, is the direct word-of-mouth enthusiasm spread around 
by satisfied consumers. Not only that, but the play on our emo- 
tions (done directly or indirectly) is a very powerful incentive, 
in that we are made to feel that by purchasing certain products, 
or services, we are "keeping up with the Joneses”. In other words, 
we are made, or automatically become "salesmen” for certain 
products through our pride and vanity, and that helps to increase 
sales at minimum expenses. 

It looks to me as if, in the near future, we are going to pay 
more and more attention to our research departments, and to 
develop those special features of the product or service which 
make for automatic demand, and, therefore, for increased net 
profits. Such demand may be established through incentives com- 
monly known as "purchase appeals” such as creation of style, 
beauty, color, utility (sometimes with an implied guarantee as 
often understood, or assumed, by the average consumer, that what- 
ever is advertised nationally is carrying a guarantee of quality to 
the consumer), value, sometimes price, and certainly always ap- 
pearance. 

Consumer Helps. 

Remember that we referred briefly to this in the previous sec- 
tion. But let us remember that consumer helps, whether applied 
directly to consumers, in their homes or at the business places of 
distributors, form a very powerful incentive. For example, demon- 
strations, such as used with vacuum cleaners and washing machines 
— often sent on approval — are very effective. Also demonstrations, 
usually tried out through "schools” such as cooking schools, sew- 
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mg schools, dressmaking schools; or the offer of free educational 
literature, such as recipe booklets, household hints, and what-not, 
all attract customers and certainly help to build sales at a very low 
expense. 

Space does not permit the enumeration of dozens of effective 
non-financial incentives for consumers. Almost every company uses 
some, in one form or another. 

Summary 

Considering now the cost and results of incentives applied, 
let us illustrate this with at least one ease. In one company manu- 
facturing and distributing plumbing and heating apparatus, years 
ago there was practically no thought about incentives in distri- 
bution. When this company started some years ago, it was small. 
Then it gradually established branches and increased sales. Branch 
managers were first paid on a salary basis, but this incentive 
proved insufficient. They were then paid on a commission scale, 
which, due to a “boom”, drove the income of branch managers 
way out of reason. A new plan was then instituted, of salary and 
bonus, which was successful from the start, in that it practically 
doubled sales. Then some years later, this company changed the 
distribution method from selling to dealers, to selling to jobbers 
as well as to dealers, and again increased sales. Considerable ser- 
vice work was rendered free of charge to jobbers and dealers, as 
well as sales promotion work, with several incentive plans for both 
dealers and jobbers. This naturally had its constructive effect. 
Finally this company put into motion an installment plan for 
consumers, and about the same time launched a national advertis- 
ing campaign to educate the public to the use of its products. As 
a result, the total sales have grown in a few years from a small be- 
ginning of five or six million dollars, to almost $100,000,000.00 
per year. 

What was the price? This company paid about three to four 
million dollars for all of the incentives above mentioned ; but note 
that their profits have gone up from between three to four million 
dollars per year ten years ago, to about $12,000,000.00 last year, 
accredited partly to standardization and manufacturing economies, 
but mostly to distribution incentives. 

So we see, incentives applied in the right way, in the right 
place and at the right time, pay heavy dividends, 
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If we are organizing to increase our profits, it behooves ns to 
study incentives, through the entire chain from factory to con- 
sumer, regardless of where they are to be applied, regardless of 
where we are going to use the money — for executives — f or, distri- 
butors, or to create automatic demand from the consumers, or a 
combination method — do not be afraid of spending the money — 
the market is there and the possibilities are there, and it is our 
job, as distribution executives, to move merchandise at a profit. 
This we can do better with the help of you accountants than with- 
out it. 

CHAIRMAN HAYES : Edmond S. La Rose is going to sum- 
marize the session for us. 

EDMOND S. La ROSE (Asst, to Comptroller Bausch & Lonib 
Optical Co., Rochester, N . Y.); The two subjects submitted this 
morning perhaps cover the best known financial means, through 
wage incentives, of maintaining both a gross and net operating 
profit. While in many instances a gross profit is being created, there 
is every opportunity offered through wage incentives, spread both 
directly and indirectly, to increase such gross profit. However a 
great many companies which have earned their gross profit have had 
it annihilated subsequently through lack of control of distribution 
and its relative costs. Selling incentives are known to stimulate 
volume, but increased volume is of no consequence unless it is 
profitable. 

Are various profitable products covering the loss of non-profit- 
able ones ? Are many of the various districts being supported from 
the return of others? Are branches obtaining their share or could 
some or all of them be entirely eliminated? Many other questions 
might be submitted readily if time permitted, but the final question 
to you would be — Have you presented your executives with facts 
for the proper control of their business ? 

Perhaps the one and outstanding non-finaneial incentive used 
in industry in recent years has been that of the budget. Therefore, 
it is fully believed that the adaptation of these financial incentives 
to a budget, which is comprehensively prepared and properly co- 
ordinated to cover all of the divisions of a business, will act not 
only as a goal, but will control the business in a profitable manner. 

Our company is now in its third year in the use of complete 
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budgetary control. Goals were set, then sought, and were actually 
made. Business had been below normal for some few years. But, 
as a result of the use of a budget, first superimposed by good man- 
agement and then assisted by a complete development of facts; 
by the segregation of the field into territories, districts and foreign 
countries; by knowing whether it was profitable to place a sales- 
man or a branch in any definite territory or district ; by analyzing 
the manufacture and sale of profitable and non-profitable articles ; 
by teaching the salesmen what and what not to sell ; by the creation 
of incentives throughout the plant ; by the creation of straight line 
production offset by a variable inventory, whereby labor improved 
on the basis of turn-over, skill, and good-will ; and by many other 
such methods of control ; results heretofore unknown, took place in 
the business. 

Briefly a sales increase of 20% took place in 1928 and an in- 
crease of 22% is indicated in 1929, to date, over 1928. Above all, 
earnings were created and maintained which enabled the paying 
of the first Common dividends in some few years since the war. 
Therefore, it is not only a duty but an opportunity for the men 
in the N. A. C. A. to become familiar with the modern presentation 
of facts that will be an aid to management in making business 
profitable. 

CHAIRMAN HAYES : We have time for a few questions be- 
fore I turn this remarkable session over to Mr. Jordan — I say 
remarkable because I don’t believe any of you men have left. 

If there are no questions, I will now turn the session over to 
Mr. Jordan, who will make our summary. 

MR. JORDAN : I haven’t anything further to say. I am happy 
again. 

You heard from both of the papers as to the necessity of work- 
ing as partners in business and that your jobs in charge of accounts 
are only just starting when you make out your statements. You 
have had opened to you today, as you have in the past, a wonderful 
field that really has not been touched by all you men who are 
responsible for the figures and for the business. 

Don’t say you are not a sales manager. Don’t say you are not 
a manufacturing manager. You are just what you are but you 
can have a much wider scope if you will only hook your arms 



INCENTIVES— EXECUTIVES AND KEY MEN 257 


into those of the sales manager and the manufacturing manager 
and only consider your job started when you get out your state- 
ment. Save some of the time you spend with red ink making 
up forms and that sort of thing and get into interpretation of 
these figures and the uses of these figures, and your job will 
broaden out to where you will become infinitely more valuable 
to the business. 

I am happy over this session. This afternoon we are going 
to cull this over and get a conclusion along the line of the old- 
fashioned revival meeting. Seven men will talk for ten minutes. 
You will have proven to you that there is money in organizing 
for profit; it is not a fancy subject; it is a practical subject. It 
is exactly what we are in business for. 
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PRESIDENT SWEETSER: In this closing session we are 
going to hear some testimony from men who have had some prac- 
tical experience with the things about which we have been talking. 
We have tried in this convention to make the quality of our activi- 
ties a little more educational, to try to build men into the possi- 
bilities that exist, and we believe the idea has gone over to a good 
many men. 

In this final session it was originally proposed that Arthur 
H. Carter of Haskins and Sells should be in charge. However, he 
was obliged to go to Europe, so Mr. Jordan has agreed to be 
the chairman of this meeting. It gives me great pleasure to turn 
over to him the final session of this convention. 

MR. J ORDAN : I have nothing to say this afternoon except 
that we have gone through the five steps for whatever they may 
have brought out. I will say a little more about that at the end. 
We will go right into the afternoon’s work. We have selected seven 
rapid-fire speakers who will talk for ten minutes each, which will 
take less time than two of the usual papers and leave a little time 
for final quarreling. Then we wdll pronounce the benediction. 

The idea of this afternoon’s session is to bring in some evidence 
or testimony along the line of our service. You fellows don’t know 
what that means but if you were a Baptist minister’s son and 
had to go to services every week, you would know. 

We have selected a small fellow to start off this afternoon. I 
want to introduce our good friend, Bullis, from Minneapolis. 

Harry A. Bullis 

Secretary and Comptroller, General Mills, Inc. Minneapolis, Minn. 

The keynote of this convention is: * * Tune up all factors to 
the making of profits”. “Tuning up” means working in harmony; 
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working in unison. To be out of tune is to be out of harmony. 
The major aim of every successful business man always has been 
the making of profits. In order to accomplish this major aim, he 
endeavors to secure a large output at a low cost. To secure this 
large output at a low cost, he must have, first, loyal, willing, and 
efficient employees who are working as a coordinate unit; and, 
second, he must have the facts about his business. If the business 
man is to “tune up” all factors of his business to his major 
aim of making profits, he must not over-emphasize his desire for 
large output to the point where he does not secure satisfactory 
prices; neither must he allow his desire for production at a low 
cost to prevent him from paying his employees a remuneration 
sufficient to insure loyalty and efficiency, or to cause him to fail 
to spend enough to collect the necessary facts concerning his busi- 
ness. In other words, the methods of the business man must be 
“tuned up” and balanced to the major aim of making of profits. 
Three things which the profit-making business man should empha- 
size are (1) training, (2) management, and (3) morale. 


Training . 

In every enterprise everyone, from the executives down, needs 
training. We train to play games, so why shouldn’t we train for 
business? The usual thought about training is that it is always the 
other fellow who should be trained; on the contrary there should 
be an all-around training for everyone. 

The man at the top should be trained whenever necessary. He 
should be taught to use records in the management of his business, 
because inefficiency is usually caused by inability to use the infor- 
mation at hand. To have good records and not use them is like 
having a fire in the furnace on a cold night without turning on 
the radiator. 

The accountant should be trained to point out where things 
should be changed rather than always to be following slowly along 
after the changes have been made. In his attempt to standardize 
forms and records, the accountant may try to copy the fairly good 
system rather than the perfect system. Conditions in business are 
altering constantly and accounting records must be kept abreast 
of the times. Accounting systems must be adapted to the conditions 
they seek to control. 
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Everyone in all branches of a business should realize that its 
present plans can be carried out much better than they are now 
being carried out, and each one should enter into training to ac- 
complish the most in the shortest time by the most efficient use of 
his mental and physical energy. 

People should be trained to do the things that they are fitted 
to do, — the things that they can do best. Then they will be work- 
ing with a minimum of wasted energy and will be started on the 
way to success. We all know that success is doing our best work 
in the easiest way while enjoying the greatest amount of happi- 
ness. One of the things we should all do is to “work easily”. 

The accountant has the greatest opportunity for training in 
any business enterprise, because he is constantly studying its 
records. These records are the effects of certain causes. Change the 
cause, and the effect is changed. If the accountant uses his head, 
and really wants to “tune up” to the making of profits, he can 
reason from the effect to the cause and know more about the busi- 
ness than those in high executive positions. One’s business is not 
an enemy to conquer, but a friend to know and understand. 


Management . 

Management is the guiding force in business. When we speak 
of “management” we recognize the fact that power and know- 
ledge are two different things. We must have power to order things 
done. Power, however, does not always furnish the knowledge of 
the best way of doing these things. The officers and managers of 
a business should be selected not because they have wealth, but 
because they have the knowledge of the best way to get things 
done. The right to lose one’s own wealth is a very different thing 
from the right to lose the investments of many stockholders. Capi- 
tal has a right to earn a good rate of interest because it is risking 
money in the business. It should seek to employ the most compe- 
tent men as managers. Many enterprises are weak in the matter 
of good officers and managers. 

The leaders of an enterprise not only must be grounded in 
the principles of good management, but, in addition to a thorough 
knowledge of the business, should also understand human nature. 
They should be capable of inspiring employees who might other- 
wise become stale workers, — especially salesmen who come into con- 
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tact with, the firm’s customers. No one does his best unless he gets 
some kind of inspiration. We are all more or less like an automo- 
bile tire. We need “ pumping up” at the end of a long run. 

The modern accountant is one of the greatest aids to proper 
management because he is taking the guess work out of business 
by furnishing facts promptly, and is thus allowing the man at 
the head to exercise vision and courage to see that all are treated 
fairly and squarely, and to coordinate all efforts towards the mak- 
ing of profits. 

“Action” is the modern watchword in business. The account- 
ant must “step-up” his work to this action, widen his fields, and 
get into the sweep of the economic forces operating in his business. 
Many of the men who will be leaders of large enterprises within 
the next few years are now intelligently working in the accounting 
departments of those businesses. 

Morale. 

Often the most important factors are those you cannot see. The 
magic of the radio is not in the box nor in the cabinet; it is in 
the energy that sends the messages through the air. An electric light 
bulb without the current turned on is of no use in a dark room. 
The most important thing about a business is its spirit, its morale, 
— the “spark” that makes it go. 

If the morale is right, a great many things follow as a matter 
of course. Morale is achieved along the line of proper training 
which teaches employees how to advance by the utilization of the 
best that is in them, by the building up of confidence in the man- 
agement, and by the development of the right frame of mind in 
each and every one. 

The leaders should endeavor to find out the thoughts passing 
through the minds of the employees of the company and try to 
direct these thoughts into the most useful and optimistic channels. 
It is essential that the general body of employees feel that they 
must be true to their leaders, and that they believe in the wisdom 
of the leaders’ plans. The leaders, of course, must be strong enough 
to merit such a feeling. They must regard every occupation from 
a high plane, because the higher the plane, the more inspiration 
there is to turning out the best possible work. 

We all need to find our best selves, to think positive thoughts, 
and to have faith in our business. When we reach the point where 
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we are working for someone who is worth working for, in a worth- 
while company, doing something worth doing, — then, there is a real 
force behind ns. A captain of industry coordinates and welds what 
would otherwise be an unorganized mob into a trained army, and 
develops in that army a spirit which perpetuates itself after the 
individuals in the army have passed on. Just as the legends of 
a military regiment are its most potent inspiration, so the spirit 
of a business enterprise is its greatest motivating force. 

The morale of a business is more important than any other 
one thing. On one of the great highways leading out of my city 
of Minneapolis are road signs which read “Straight On”. The 
legend points the traveler’s way to a certain goal. Are you won- 
dering how you are going to “tune up” to the making of profits? 
Go straight on ! Have you caught a vision during this convention ? 
Keep your vision, launch out, trust your own thoughts, and go 
“Straight On”. 

CHAIRMAN JORDAN: I told you we got good stuff out of 
small packages — and you know, Mr. Bullis is connected with a 
pretty hard old industry, too, that is, the flour industry. As you 
all know, he is with the General Mills, Incorporated, of Minneapo- 
lis. 

Now we are going to hear from another small company. In 
fact, we have two from that small company but the next speaker 
is Lewis D. Crusoe of the Fisher Body Company — you may 
have heard of that little company. 


L. D. Crusoe 

Supervisor of Cost Accounting, Fisher Body Company, 

Detroit, Michigan. 

I can’t say exactly that I have had this speech “on ice”. I 
have written down a few things that struck me at these meetings. 
It will take me just six minutes to get this over with. 

In the first place, I have no apologies for cost accounting. It 
must be a part and parcel of every successful enterprise. I think 
that the time has arrived for cost accountants to stop “wolfing”, 
if you please, and pin a rightful portion of the blame for non-use 
of cost records on our production management. 
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Cost accounting lias made such, rapid strides in the past few 
years that the need now is not for additional cost systems but for 
more careful consideration of the capabilities of the shop men 
to use figures and remedial education to the end of getting more 
results from the cost reducing machinery that we now have. There 
will be no new formula which will automatically reduce costs. Let’s 
begin to disillusion the shop man who is waiting for us to develop 
some new “open Sesame” which will disclose to him all the ills 
of the shop. Let’s dedicate the next five years to teaching the shop 
man how to use the information now readily obtainable under 
almost all cost systems. 

I cannot conceive of any reason why a cost department should 
exist if it does not contribute substantially to the profits of its 
company. In our business we consider the cost department as a 
service department with the production end as our customers. "We 
try to take care of these customers by satisfying their demands 
for information, by giving them the kind of figures that pay their 
keep and developing new figures to give them the information 
which in our experience they can use most effectively. 

We find it difficult to satisfy the insatiable appetites of our 
men for figures and at the same time keep to the front the fact 
that figures themselves will not reduce costs unless they are put 
to work. The supply of figures must be carefully balanced with 
the ability of your shop organization to assimilate them. 

In the Fisher organization we take advantage of what is, I 
believe, our unique position in having many self-contained, geo- 
graphically separated manufacturing units. We compare the oper- 
ation of each one of these plants and make the operating results 
available to all plants. So the fountainhead of our shop economy 
programs, in which the cost department acts as a neutral agent is 
in reporting the facts by comparative analyses of operating costs 
in each plant. We find out exactly what each plant gets for the 
money it spends, whether the item be direct material, direct labor, 
or overhead, and it is our experience that those phases of our 
business to which we have given the greatest publicity in respect 
of the dissemination of cost reports are the most successful lines 
of our work. 

We believe that fact proves conclusively that you must put all 
your cards on the table and keep them there. Situations are not 
reported as unsatisfactory unless the remedy is at hand of more 
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successful aceomplislunent of that particular activity in some other 
plant or department. We have put the shoe on the other foot, so 
to speak, and do not look for the bad things in our shop but look 
for the good things in each department and make them available 
to all. In this way, by a consolidation and composition of the best 
methods we discover in all of our plants, we arrive at a low net 
cost. On a conservative estimate twenty-five per cent of the cost 
of operating our cost department is devoted to determining profit 
and loss. The balance, or seventy-five per cent, is devoted to deter- 
mining what our profits should be and developing operation analy- 
ses and timely reports, whether daily, weekly, or monthly, to assist 
our manufacturing end to make the profits we think should be in 
the job. 

The men on the firing line are the foremen. They must be fur- 
nished with the right kind of figures but above all, they must be 
properly trained in their use if they are to be effective. Make cer- 
tain that you give only the essential information, that which is 
readily usable. 

I want to compare the information that is sometimes doled out 
to shop foremen in such quantities that they can’t assimilate it 
with the experience of a young man who had made a round of 
the night clubs and didn’t carry his soda water very well. He 
wandered around until he was completely befuddled and asked a 
policeman where he was. The policeman carefully and painstak- 
ingly pointed out that he was at the corner of Woodward and 
Elizabeth, just three blocks from the Statler Hotel. The man said, 
“You would be that way — why go into detail — what country is it?” 

MR. JORDAN: We will now hear from a representative of 
another little company. You all know this man very well. He is 
an American ; we are sure of that because of the color of his skin. 
You can always be sure of the Indian type so we are sure he is a 
straight American. 

Somebody spoke a while ago about radio. This particular gen- 
tleman has for quite a long time been the principal assistant to 
the father of all the broadcasting you get. H. P. Davis of the 
Westinghouse Electric is the one who put “KDKA” on the air. 
This gentleman has been his assistant. It is with pleasure that we 
will hear from A. W. Bass of the Westinghouse Electric and 
Manufacturing Company. 
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A. W. Bass 


Asst, to Vice-president, Westinghouse Electric and Manufacturing Company, 

Pittsburgh, Pa. 

As we enter this final session of the convention, I have a feeling 
as though the tumult and shouting had died — departed are the 
captains and kings and we gather in a half daze to find out what 
it’s all about. 

Those of you who didn’t live on the golf links have listened, 
during the last few days, to a series of steps which represent the 
most pretentious program of business organization which I believe 
has ever been attempted at any convention. The program may 
sound somewhat staggering and complicated and the Chairman in 
charge of this session ran into some difficulty in securing an out- 
standing person to round up the subject and give it the final polish 
which would make it both understandable and attractive to you. 
President Hoover admitted it was too deep for him and he pre- 
ferred Farm Relief. Henry Ford didn’t sympathize much with the 
emphasis on profits in industrial operations, and Lindbergh 
couldn’t be found. Accordingly, the Chairman decided that after 
all it might be only courteous to turn the job over to various mem- 
bers of this Association who were bursting with knowledge on the 
subject and so about 10 days ago a few of us were asked to tell 
you in 10 minute talks how the application of the ideas outlined 
at this convention has placed the stocks of the companies we repre- 
sent beyond the reach of the ordinary investor. So, for the sake of 
you golfers who didn’t tune in and also for those who were here, 
but grew a bit drowsy after a good breakfast or luncheon, I will 
give you my interpretation of what it was all about. 

The steps outlined in the sessions are after all not so very 
different from those which many of you have been taking when 
you attempted to secure improved efficiency in some individual 
manufacturing operation. 

Let us assume a minor assembly operation in a manufacturing 
department which we desire to place on a more efficient basis, or, 
in terms of the theme of this convention, organize for greater 
profit. 

Our first step would be to review the personnel responsible for 
the operation. This might be an individual workman or it might 
be an assembly operation in which cooperative effort was very 
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desirable in which case the responsibility for the operation might 
rest with a group of workmen. 

Having determined the person or persons responsible for the 
operation, we next see to it that our accounting, which, in this 
case would be our timekeeping, is so set up as to report properly 
to us the essential facts connected with that particular operation, 
viz., the time consumed and the quantity produced. 

Having these facts before us, our next interest is the determin- 
ing of some measurement or standard by which we can assure our- 
selves that the actual performance is what we should reasonably 
expect, but before setting this standard we must make a careful 
review of the methods followed and assure ourselves that the stand- 
ard has not been established on a method which is basically ineffi- 
cient. 

With our methods properly studied and standards set, we next 
turn attention to the providing of some stimulus which will induce 
the workman to meet that standard, this stimulus usually taking 
the form of a bonus under one of the many varieties of incentive 
wage payment. 

In this relatively simple illustration of the steps which many 
of you take, whether consciously or unconsciously, in securing an 
improved showing on an individual manufacturing operation we 
have a parallel with the procedure which has been outlined in this 
week’s sessions as applicable to the study and improvement of the 
more general operating conditions of a company. This session is 
intended to serve as a sort of experience meeting in which you 
will be told some concrete results of the adoption of these several 
steps. 

I wish I were in a position to paint such a picture for you, as 
applied to the entire operations of our company, but the program 
to which you have listened represents an advanced stage of man- 
agement which still stands more as a goal than as an attainment 
with the large majority of concerns and in the larger organizations 
the reaching of the goal is of necessity a rather slow process. 

Speaking from the standpoint of the manufacturing organiza- 
tion with which I am connected, we have recognized and used stand- 
ards for many years. I refer particularly to time standards for 
manufacturing operations, expense standards for factory overheads 
and, more recently, price standards on raw materials. While the 
use made of these standards easily justified their adoption, it was 
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only in recent years that we began to sense a broader and better 
organized use which could be made of them in the creation of a 
higher type of cost data and of equal importance, a supply of oper- 
ating data for the guidance of manufacturing supervisors, such as 
had not been attainable under previous methods. So about four 
years ago we began a serious study along the line of marshalling 
these individual cost standards into a standard cost system. In- 
stallations were started in five of our smaller plants and besides 
creating a class of costs much more satisfactory to our designing 
engineers and sales people, we began developing thru our state- 
ments of cost variances operating data which made an instant 
appeal to the more progressive of our shop heads. This work was 
greatly accelerated and also carried on to a further stage of ad- 
vancement within the last two years by employing the services of 
a firm of management engineers. 

The combination of intelligently presented operating data, to- 
gether with the pride of accomplishment which can be counted on 
with most men who have risen to supervisory positions will usually 
result in a fairly high level of attainment, but the man in a super- 
visory position is in fundamental make-up not so different from 
the manual worker as to justify our withholding from him the 
final stimulus which has become so generally adopted with the shop 
workmen. 

So about six months ago, under the guidance of these outside 
experts, we began the application of a bonus incentive to the shop 
supervisors of two of our plants. I have kept rather closely in 
touch with the results in the one of these plants which promises 
to develop the best form of application for our other plants and 
these results are, to say the least, interesting. 

The bonus standards were set at a level which demanded a 
perceptible improvement over previous accomplishment in both 
labor efficiency and expense control, before any bonus would be 
earned. This was partially evidenced by the fact that during the 
first month the penalties against future bonuses which accumu- 
lated in many of the departments more than offset the bonuses 
earned in others. This situation rapidly changed, however, in the 
succeeding months and the average bonus earnings are already 
amounting to 15%. There is every evidence that these bonuses will 
continue to increase for a time at least, but since they represent 
only a portion of cost reductions actually accomplished the size 
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of the ultimate bonus can hardly have an adverse effect on com- 
pany profits. 

Six months is too short a time on which to base any final con- 
clusions regarding the merits of our present organization layout, 
basic standards and bonus structure, but, while some weaknesses 
may develop in these various parts of the mechanism, they can be 
dealt with as they arise. The item of importance at present is that 
we are well under way on a thoroughly coordinated program of 
business organization which already seems to be bearing fruit. 

Just in closing, I should like to say that, while immediate in- 
crease in company profits and in employees ’ earnings might be con- 
sidered a sizable accomplishment in themselves, I believe I see 
another factor which will later develop into an asset of appreciable 
value. The various supervisors seem to be developing a new sense 
of the value of cooperative effort. A certain pooling feature of the 
bonus plan is carrying their interests beyond the confines of their 
individual departments. In short, I think I see developing a broader 
outlook on their problems and a business sense which should make 
itself felt in the years to come. 

CHAIRMAN JORDAN: We have another old friend here 
whom you all know. He is quite well known for following up all 
the chapters on publicity work. He is a great fellow for that. 
He likes to advertise the National Association of Cost Accountants. 
He is also in the electric business. We selected these high speed 
automobile and electric workers to get the power. So now we will 
hear from our old friend, C. Walter Coapman of the North East 
Electric Company at Rochester. 

C. Walter Coapman 

Comptroller, North East Electric Company, Rochester, N. Y. 

We are to talk this afternoon about administering a business 
for profit. The preceding sessions of this conference have covered 
the plans and methods essential for conducting business for the 
purpose of profit. The opening session, “Setting Up an Organiza- 
tion”, indicated the necessity for a proper organization so as to 
allocate responsibilities. The sessions on “Setting Up Records” 
indicated the various records that should be kept for the entire 
organization — manufacturing, sales and accounting. The session 
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on “ Setting the Standards’ ’ brought to your attention actual ex- 
amples of standards that have been of great value for both manu- 
facturing and the sales divisions. At this morning’s session we dis- 
cussed the advantages of incentive plans for the sales force and also 
for executives and key men. 

These sessions have furnished ideals for which we should strive. 
However, it is not always possible to change our organizations in 
accordance with the plans which have been discussed. Neverthe- 
less, it is essential that we continue to operate our business on a 
profitable basis. In this connection I well remember a definition of 
the purpose of business as given by Mr. Walsh of the Detroit 
Chapter, in which he stated that “the primary object of business 
is to make a profit”. That definition is well worth remembering 
and using as a rule for making decisions on the many varied 
problems that we are confronted with daily in the operation of a 
business. 

“The primary object of business is to make a profit.” Many 
definitions have been given of the word, “profit”, but in our dis- 
cussion we will consider that profit is the difference between our 
selling prices and our total cost. 

In these days of narrowing margins and increasing competition, 
it is more difficult than ever to “administer the business for profit”, 
but it is by no means impossible, and, even though margins are 
decreasing in most lines of business I do not consider this to be 
a detriment to business but, on the contrary, a challenge to Ameri- 
can business men. Such challenges are not new in our national 
economic life. We have overcome similar problems before. We ought 
to be able to overcome them again. 

Present competitive conditions will require that American busi- 
ness men, and you men in particular, search out new methods of 
conducting business, and in the long run this competition should 
prove to be advantageous to all. Competition and prosperity are 
compatible factors and not antagonistic forces, and even under 
keenly competitive conditions there can be substantial business 
prosperity. 

During this conference you have heard many new plans and 
methods discussed, all by men who have had actual experience in 
the particular phase of business they have talked upon, but in 
themselves these plans and methods mean nothing because no sys- 
tem, no plan, no organization set-up, can ever be a substitute for 
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executive ability. No system or systems can ever replace brain 
power needed to man a business. When any business attempts 
to solve problems with system instead of with knowledge and ex- 
perience, it is generally the beginning of the end. On the other 
hand, executive ability alone, without system and records, means 
chaos and inefficiency and, likewise, cost systems and other records, 
without executive ability, are of no great value. 

As I said before, many of us do not have the ideal set-ups in 
our organizations such as have been outlined to you during this 
convention but, even without the ideal set-up, it is generally pos- 
sible to “administer business for profit”, provided that a happy 
combination is made of executive ability as well as cost and other 
records. We must adapt the plans and methods presented here 
to our own organizations and work out our own methods of organ- 
izing our business for profit. 

I have been asked to speak specifically of our experience and 
plans in “administering business for profit” but, inasmuch as it 
would be impossible in the brief time allotted to tell of all our 
plans and experiences, it seemed to me that possibly you would 
be interested more in a detailed explanation of one or two of the 
actual methods which have proven successful. 

First, let me tell you of our experience in building up the sale 
of service parts and by service parts in the automobile industry, 
of which our firm is a manufacturer of electrical accessories, such 
as starting, lighting, and ignition, speedometers and horns, we 
mean the parts that are subject to wear and, therefore, need to 
be replaced, as well as the many other parts that for one reason 
or another also have to be replaced. 

I can recall that not so many years ago the matter of service 
parts in our business was considered a necessary evil and expense 
and was compared to that of an undertaker, that is, we had to 
wait for the equipment to die. To a certain extent that condition 
still exists, except that we have recognized the fact that service 
parts are required and, therefore, our business is to have our own 
genuine parts available and near at hand for the car owner when 
that condition does arise. Contrary to popular opinion we have 
keen competition in the sale of service parts from the manufacturer 
of imitation parts, who selects a few of the most profitable items 
and concentrates on them. 

One of the principal requirements in “administering a business 
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for profit” is the use of records that are available or can be made 
available as need arises and in this particular phase of our busi- 
ness we developed sales figures that were used as a basis for sales 
quotas that have contributed much toward the building up of our 
service parts business and thereby increased our profits. 

As the basis of these quotas we selected over three hundred cities 
in connection with governmental and market agency studies as 
representing logical distributing points. The areas around these 
centers are grouped on the basis of where the normal influence of 
the trading center is felt. Our distributors operate over like areas. 
On each of these trading areas and divisions of trading areas we 
have compiled car registrations and distribution figures which make 
possible an accurate setting of parts quotas. Due consideration has 
been given to accessibility, seasonal influence, buying habits, and 
local conditions. 

Primarily our service parts quotas are based upon the number 
of North East equipped cars registered in a given area but, inas- 
much as some cars are only partially North East equipped, such 
as speedometer only, an additional refinement has been introduced. 
A special record of all car registrations by territories, with the type 
of complete or partial equipment used, is kept. The value of each 
piece of equipment, speedometer, ignition, generator, and so forth, 
as a potential parts market is known. Parts quotas for our distrib- 
utors include this refinement of a quota value for each item of 
our equipment on all car registrations. 

The volume of our parts sales is so large and varied in nature 
that an additional refinement of the information is found desir- 
able in the form of our purchase record card, which we maintain 
for each distributing area. Here we split our total parts into groups, 
such as brushes, cutouts, coils, breaker points, condensers, and 
similar items. Monthly sales are tabulated on each of these items 
for each area and unit of territory. A study of our past sales in 
each group, as compared with the total, makes possible a forecast 
of the, ratio of each item to the total parts volume. 

Our parts sales standards card shows this ratio and dollar 
volume of each item. This standard gives us a comparison with 
actual sales that produces a world of information. The standard 
is really a quota for each sales item. We usually make the com- 
parison of standard with the total parts actually sold. The com- 
parison is made with the parts quota for a given period and the 
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result is a quota for each distributor for each item. Such analyses 
again show us the soft spots in the parts sales set-up that should 
be hit hard to bring the total volume into line. 

These records have proven very valuable, not only to us but 
also to our distributors, as they have shown them the possibility 
of the business available in their territories, thus helping to increase 
both their sales and profits. After these records had been in use for 
a year they developed or proved a very significant fact and that 
was that it was not economical for us to operate branches, so dur- 
ing the last year, in accordance with the idea of organizing a 
business for profits, these records were used as a basis for the 
decision to close our branches. The result was that although sales 
have increased, profits have increased to an even greater extent. 

One other plan that undoubtedly has been used by a great 
many of you but nevertheless has proven no less valuable to help- 
ing us “administer business at a profit” has been the departmental 
overhead analysis sheets. By our particular wage payment system 
we have a common denominator, so that at all times we can set 
up a ratio between our indirect departments and the direct depart- 
ments. In this departmental overhead analysis sheet we show the 
foreman the actual cost of operating his department and the items 
of expense which he can control.' We do not show such items as 
depreciation, floor space, heat and light, as a great many do, but 
concentrate on items such as indirect labor, supplies, special tools, 
spoiled work, expense of breaking in new help, and similar items 
that the foreman is in a position to control. 

At the same time, in going over these sheets with our foremen 
we have learned a great deal from them and know that most of 
our foremen have gone back to their job better foremen than they 
were before and that now they are all thinking in terms of “money 
and profit” rather than production alone. 

We have used other methods and are constantly striving to 
inaugurate new plans and methods that will increase profits be- 
cause we believe that neither production, nor selling, nor records 
alone will produce profits but that there must be a combination of 
these three factors. The story is told of two men who decided to 
go fishing and picked out a particular body of water in which it 
was known that fish could be caught and, after driving to this 
place, they engaged a guide who was known for his ability to go 
where the fish were. 
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They started out and arrived at the place but the guide dis- 
covered that the rope which he had brought along for the anchor 
was not long enough, so they returned to the place from which 
they had started and secured a second piece, which they tied to 
the first rope. Again they returned to the spot and again they 
discovered that the combined ropes were still not long enough. 

The men were in favor of starting to fish, even though the 
boat was drifting about, but the guide insisted on returning for 
another length to attach to the other rope, and this was done. 
When they returned the second time to the place, the anchor was 
cast overboard and it was found that the three pieces of rope 
fastened together were long enough and the anchor held them, 
and they had a very successful catch. 

I believe that there is a lesson in this story for all of us because 
we can substitute 4 c profits” for the fish and the three departments 
of business for the rope required to stay where the profits are. The 
short rope we shall call “manufacturing”. Although the rope was 
good, it would not hold. The first additional length of rope can 
be called “selling”. Still, even with “manufacturing” and “sell- 
ing” joined together, the rope was not long enough. The other 
piece, which was attached, can be called “records”, and with a 
combination of manufacturing, selling, and records we can anchor 
the business where the profits are and remain there instead of 
allowing the business to drift about. 

We have heard a great deal in this convention regarding the 
necessity of records in all departments of our business but lest 
some of you should feel that records are more important than 
anything else in business, it is my opinion that records are only 
essential in so far as they save more than the cost of maintaining 
the records. It has been my experience that a great many records 
are started for a particular purpose and then continued, even 
though the purpose for which they were started no longer exists. 
In every organization it should be one person’s job to make a close 
study of all records at least once a year, or oftener, if necessary, 
because even though it is nice to have information available at all 
times, unless this information is used it is a waste of money to con- 
tinue to spend the money necessary to maintain it. 

In this connection I am reminded of the story told of the late 
Russell Sage. He was once riding with a railroad president in his 
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private car. The railroad president showed Mr. Sage a device 
which indicated the speed at which the train was traveling. 

4< Does it earn anything?" asked Sage. 

4 4 Why, no, it doesn't earn anything.' ' 

4 4 Does it save anything?" 

4 4 Why, no, it doesn't save anything; it is intended just to teJl 
how fast the train is traveling." 

4 4 Well, if it doesn't earn anything and doesn't save anything," 
remarked Mr. Sage, 44 I wouldn’t have it on my car." 

Russell Sage's fortune was built on the principle of eliminating 
the non-essentials from everything. 

To 4 4 administer a business for profit" we must do likewise — 
eliminate the non-essentials from every department of our busi- 
ness and keep always in mind the fact that 4 4 the primary object 
of business is to make a profit". 

CHAIRMAN JORDAN: We are going to have things made 
even a little plainer. We will now hear from Tom Frank of 
the Cincinnati Planer Company. 

Thomas B. Frank 

Treasurer, The Cincinnati Planer Company, Cincinnati, Ohio 

My remarks will cover two applications of a modern accounting 
system, that is, one that has been developed around proper records 
such as you have heard about in the preceding sessions. The two 
applications tie in with each other so well that I will not try to 
separate them. I am going to divide this into two sections, first, a 
little background, to tell you what was needed, second, to describe 
the plan, to tell you how it was put into effect and show you some 
of the results that have been obtained by some of the individual 
companies that are using this particular plan. 

The cost results being obtained by the Machine Tool Industry 
over a period of years were fast becoming merely a series of ex- 
pensive cost sheets, costing more money to compile than they could 
possibly be worth to any one who used them, if any one ever used 
them. The extremely intensive competition in the industry made 
imperative, first, that the industry know what its products were 
costing, second, that such costs be determined in as simple and yet 
as scientific a manner as possible. 
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A few of the level-headed executives of the industry got to- 
gether and formed a cost committee that started the work of 
investigation among the members of the industry. Later that 
industry added an expert cost consultant to its manager’s staff, 
and they have devised a system involving these proper record.’ 
that is being installed in the various plants of the members of this 
organization. 

The results have been, directly, a uniform cost plan, adaptable 
to almost every shop in the industry, and a surprising reception by 
the managers of the plants to the new plan, which gives them every- 
thing that they could possibly need in the way of cost and statistical 
information and some things that they never dreamed of ever 
knowing. 

The first step, of course, was one of organization. First came 
the outline of the situation at hand, what evils there were to be 
remedied, and what useless motions were to be eliminated. Here is 
what took place in one shop, and no doubt the same will apply to 
some hundred other shops in the industry. 

The entire organization of the business was broken down into 
its various elements, foundry, machining, engineering, and selling 
and administrative functions. Those elements were analyzed and 
then reassembled to get a clear picture of what the business was or- 
ganized for. The final results showed only two functions, manu- 
facturing and marketing. The organization of the work and the 
accounting records were then planned to take care of these two 
functions. 

The shop handles the manufacturing and production. The office 
handles the record work incident to the manufacturing and produc- 
tion and that incident to the marketing. In other words, all work, 
both shop and office, falls into one or the other of these two classes. 

The shop is divided into production centers, some being groups 
of like machines and equipment, some consisting of a single pro- 
duction machine. Shop burden is allocated to these production 
centers on three bases, first on area for buildings and building 
equipment, second, machine hours for equipment, and third, man 
hours for general expense items. 

The entire work is so organized that burden rates are de- 
termined on a normal basis of plant operation. This eliminates the 
excess capacity element and enables the management to base prices 
pn current normal cost figures, which has eliminated the feature 
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of excess capacity, which is not an element in the cost of an efficient 
competitor. Cost of excess capacity over normal should be shown 
as a separate item on the profit and loss statement. It is one of the 
things that has aided management to administer business for profit. 

In our plant we were computing our burden on the basis of an 
average actual expenditure for shop expense, depreciation, and 
so forth, for a five year period. The rates which were worked out 
were very close, on that basis, as the actual expense applied against 
the absorbed rates was less than a fraction of a cent different on 
the hourly rate, for the past five years. Still we lost job after job 
to other shops. We do a lot of special work in addition to the 
manufacture of machine tools. We build special machinery of all 
types. On this special work we were losing a lot of business because 
we could not meet the prices of our competitors. Our price, based 
on the burden rates that we were using, was excessive. 

By using the normal burden basis we have segregated every 
element of expense that has nothing to do with current production 
and thereby have been able to arrive at rates that are comparable 
with those used by our competitors, who do not have any excess 
capacity element to worry about. We are one of those plants that 
expanded during the war. Since we have done this, we are back 
in the race for this special machinery business and have shown a 
nice profit on it, as we should, whereas before all we could do was 
to break even and keep some shop departments busy. Administering 
for profit? Yes. 

By organizing our plant properly and analyzing the engineering 
department costs, we have been able to get a true conception of 
engineering costs on our products. We now operate that depart- 
ment of our shop as a separate business. Almost all work done in 
such a department is done specifically for some other department, 
production, selling, and so forth. The engineering department is 
treated as a separate production center and has its own burden 
rate. We find this newly established rate to be about fifty per cent 
of the rate we formerly charged for work done in that department. 
When you consider the large number of hours spent on engineering 
work on many of the large special machines that we build, you 
will see readily that this is quite an item of cost. 

The new figures obtained by careful analysis opened our eyes. 
Total machine costs have been reduced by the effect of this element 
alone, in spite of the fact that we have increased some of the ma- 
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chine rates in the shop. By keeping the engineering department as 
a separate and distinct burden center we have a definite control at 
all times of all work being done in that department. We know 
instantly, from weekly or monthly statements, whether the depart- 
ment is earning its burden or not and can locate the causes im- 
mediately when any marked deviation shows up. 

Before going further, let me say this plan of ours includes 
the tfse of depreciation based on replacement values. By replace- 
ment value I mean the current price level of the buildings and 
equipment in today’s market, not what you will have to spend for 
it fifteen or twenty years from now. Interest on the current value 
of the investment is also included as an element of cost based on 
these replacement values and not on the original cost. The nice 
thing is that the plants of the association are accepting this plan. 
A large percentage of the plants visited by the cost consultant of 
the association have accepted it. They have realized it is something 
of real benefit to them to know cost computations based on that 
kind of a record. They have made money by it and they think it 
is a fine thing and wouldn’t go back to their old methods under 
any consideration. 

One concern in the industry before installing the uniform plan, 
featuring the newer thought on costs, had gone along for years, 
making money, after a fashion, on several lines of machines, and 
losing money on others. They planned to discontinue one of the 
losing lines. But a check up of cost figures computed in the new 
manner, showed them that the line was a money maker, for their 
old methods of eost computation had merely loaded that product 
with a heavy burden, that the actual scientific facts did not justify. 

Shortly before completing the installation of the new cost 
system, that same plant installed a new piece of equipment of 
another type than their own manufacture. Soon after the installa- 
tion was complete they made some cost comparisons and much to 
their chagrin they discovered that they could do the same work on 
a machine of their own manufacture, at a much lower cost. Their 
old cost methods had proved inadequate and hence valueless. They 
had allowed a manufacturer of an entirely different machine to 
sell them an item of equipment in competition with a machine of 
their own manufacture. And it was a much higher priced machine 
than their own. If that had actually been done in their own shop, 
right under their very eyes, how much of the same sort of thing had 
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been done in their customers 5 shops ? Their sales department now has 
better sales arguments than ever before. Up-to-date cost methods 
gave them the information they needed to correct a very bad policy 
that affected their whole organization. Administering for profits? 
Sure. 

There is one other thing I want to bring out before closing 
in regard to this element of depreciation. The element of taxes also 
enters into the picture in this particular example. A certain concern 
some years ago built its plant on the outskirts of a large industrial 
city. Taxes were low, land values were low, and everything was 
lovely. Transfer the same scene forward twenty years to the present 
day. The plant is on the same parcel of land but the city 5 s de- 
velopment has made that land very valuable and justly so. A large 
and costly boulevard has recently been constructed running along 
the front of the factory. Taxes have been boosted to conform to the 
new order of things in the locality. The taxing authorities have no 
illusions that original cost of acquisition be considered when they 
wish to arrive at an economic valuation for that property. 

So the owners are forced to consider present day values in their 
present location as compared with present day values in other 
locations that are economically correct for the location of a machine 
tool plant. Result — cost figures, properly analyzed and properly 
based, showed them without a doubt that they could not hope to 
compete in their industry with elements of cost such as they were 
now forced to include on cost sheets. To reduce the excessive 
elements of cost they are moving their entire plant to a smaller city 
some forty miles away, where men are men and costs are costs com- 
parable with the costs of other machine tool builders. 

Without complete, up-to-the-minute cost information, properly 
organized and set up they would complain no doubt that selling 
prices were too low and would eventually lose out in their march 
toward the ultimate goal of all business — profit. 

I hope that the points I have discussed have served their pur- 
pose — to indicate to you some few of the many ways in which 
proper cost information has been used as a guide to management in 
the forming of policies which will enable business to be admin- 
istered for profit. 

CHAIRMAN JORDAN: Next we shall have the pleasure of 
hearing from M. M. Monroe of the Inland Manufacturing Company. 



282 


SESSION VI 


M. M. Monroe 

Resident Comptroller, Inland Manufacturing Company, Dayton, Olrio 

This job of proving that the things you have heard at previous 
sessions is not a lot of “Hooey” but that the various methods 
described do have a practical application and are essential to the 
successful administration of business for profit, has been well done. 
I assure you I will try not to overdo it. I had intended in my intro- 
duction to speak at considerable length on the records of the Stone 
Age, the economic effect of the introduction of double-entry book- 
keeping, the events leading up to the industrial revolution and 
kindred subjects. But on account of lack of time I will merely 
submit a few specific facts in an attempt to prove a single point— 
that cost information should not be limited to major executives 
but that it should be handed right down the line to the foreman 
in the shop and that the more information you give him about his 
department the better job you will get out of him. 

Up until about two and one-half years ago we had furnished our 
general manager with a monthly report of manufacturing expense. 
This report had to give precedence to the balance sheet and profit 
and loss statement and to other reports, and for this reason was 
usually not completed before the 20th of the following month. It 
did not go into any great detail and the use of any of the infor- 
mation usually required further analysis. Consequently it was 
looked upon as ancient history and very little use was made of it. 

Our foremen were interested chiefly in getting out production. 
Costs to them meant the costs of direct labor and spoiled work. 
Their conception of overhead was that it was something that kept 
the company from making money and that the office force was re- 
sponsible for all of it. We decided it might be a good thing to pull 
aside the curtain and let them see that a very considerable part of 
this overhead was something for which they were responsible. A 
weekly departmental expense report designed to furnish a com- 
parison of standard and actual controllable expense was prepared 
and submitted to them. They were told that the purpose of the 
report was not to show them up but to give them information that 
should be useful to them. They were also advised that, if the reports 
contained any erroneous or unfair charges, we would be glad to 
have them come into the office and talk it over. 

The following day they were all in there. One was furious be- 
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cause he had been charged with the salaries of the inspectors, who, 
he said, loafed most of the time in his department. Another declared 
that, considering the work that had been done, the charges from the 
maintenance department were simply outrageous. A third was 
positive he had not signed requisitions for half the supplies that 
were charged to him. The machine department foreman declared 
he had checked the price of a certain sewed buff section with the 
purchasing department before specifying it and that they were 
65 cents each and what did we mean by charging them to him at 
97 cents. 

We had furnished these men with the facts concerning the 
indirect expense in their departments and it had brought them 
right up on their toes. The way they went to doing something about 
it was astonishing. The number of inspectors and repair men work- 
ing in their departments had never meant anything to them. They 
didn’t like the idea of being charged with them but were told that 
the way to get them off the report was to get them out of the de- 
partment. They made life pretty miserable for the chief inspector 
and the plant engineer for a while, but by getting together they 
were able to eliminate the unnecessary and the inefficient. One man 
combined the jobs of trucker and sweeper. AIL made studies of the 
usage of their supplies and by budgeting them and by substituting 
cheaper materials were able to reduce practically all items from 
10 to 50%. 

The machine shop forman learned that the price of the sewed 
buff sections was $0.65 per pound instead of $0.65 each and that the 
average weight was 1% pounds. He began to experiment with other 
types, to study his usage, to set standards. The result was that 12 
men, instead of using 6 wheels per day at a cost of $9.70 each, used 
2 A wheels per day at a cost of $6.80 each. The saving on this one 
item, when combined with the attendant reduction in the use of 
polishing compounds, amounted to $54.00 per day. I have gone into 
detail in this particular case because this man was not a “dub”. He 
was and is one of the best foremen we have. He had attempted to 
inform himself with regard to this item of cost. He had been mis- 
informed. He would not have learned his error in any other way. 
When he did get the real facts he got busy and cut his cost 75%. 

What is the answer ? There were too many inspectors. The main- 
tenance crew was soldiering. The foremen were wasteful of their 
supplies. I will admit all that, but the point is the foremen didn’t 
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realize it. They had never thought about it. Give them the facts and 
you make them think. Get them thinking hard enough and you 
get action. Give your foremen the details. A lot of these details are 
trifles but, as Michael Angelo said, 4 ‘Attention to trifles makes per- 
fection and perfection is no trifle”. 

CHAIRMAN JORDAN: Mr. Monroe spoke about the trucker 
and sweeper being combined. I never tell a story but that did make 
me think of this — an Irishman died and the new general superinten- 
dent of the railroad, who was a very likable fellow, went to the 
funeral. After the funeral two or three of the men were discussing 
the new general superintendent and how fine it was that he went to 
Pat’s funeral. 

One of the men said, “Yes, but by golly! he couldn’t drop his 
habits. Did you notice when the six pallbearers started to pick Pat 
up he said, ‘Hold on there, boys— four is enough for that job’ 

We have one more speaker. I think you all know “Val” Collins 
of the Rome Wire Company. 

V. W. Collins 

Treasurer, Eome Wire Company Division, General Cable Corporation, 
Borne, New York 

We have gathered here this afternoon as Mr. Jordan expresses 
it, in a sort of testimonial service. I brought a paper, like the rest 
of the gentlemen who have testified, after taking a great deal of 
time preparing it, and I don’t think I shall read it, either, but I 
am going to look at it as they did. As for testimony, you have 
listened to my able predecessors. But as the old darkey said, “You 
ain’t heard nuthin’ yet”. You have heard a number of fine speakers 
and have heard a number of fine papers and when it comes right 
down to the finals, I don’t feel that there is any necessity of sum- 
ming up such a session as we have had here, especially, the heated 
part of it. 

A number of the things we heard may sound elementary to some, 
nevertheless, there is a great deal of meat to be gotten out of them. 
I was very much surprised in yesterday afternoon’s session to see 
such a struggle going on in trying to tell how to set standards. 
Why, men, it is one of the simplest things in the world. As a mat- 
ter of fact, it came with the beginning of the world. God Almighty 
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established standards when he made Adam and Eve. Of course, 
those standards have been bettered — admittedly so — which proves 
you can establish standards and also that standards can be bettered. 

It will be a great surprise to me if we don’t have several hun- 
dred papers written to get Mr. Jordan’s generous offer of five 
hundred dollars. As a matter of fact, I am going to put four of my 
boys on that to give them a little mental exercise. I repeat, stand- 
ards are one of the simplest things in the world to set. But some- 
times hard to meet, especially the present day standard of living. 
Standards are very simple. All that is required to set standards is 
common sense. I am sorry I am not gifted with oratory so I could 
talk like our good friend Camman, for when you listen to him for 
a couple of years on the subject, you are full of standards, so full 
in fact that they seem but elementary. 

So take these sessions from the beginning and review what has 
happened: First is the organization. We can’t all organize a new 
business and start with a very beautiful chart and coordinate all 
the little things each one should do and where they fit into the 
picture. Most of us are in organizations that date back from the 
year one. But there is a job we can do in any organization, as has 
been demonstrated, from actual experience. No matter how hard- 
boiled your general manager, your president, or any other executive 
in the organization is you can do things yourself, perform and ac- 
complish results and so present them, and make them recognize 
you to the extent that they will be forced to recognize these accom- 
plishments and you men, as the force behind the advancement. 
I am speaking from experience. Seven years ago I prepared a sales 
quota. Forty per cent of our production is special. I was told it was 
easy enough to set standards and quotas on cash registers and 
washing machines, but it couldn’t be done in our line of business. 
Did I go back with my tail between my legs ? I did not. I set quotas 
of my own accord and every year I revised them and kept hammer- 
ing at it. Finally, quotas were adopted in our organization two 
years ago and today the man who wants to see the report every 
month and wants the information promptly is the man who said it 
couldn’t be done. 

Incidentally, to bear out my assertion, that setting standards and 
quotas is simple, and that results can be accomplished, in the last 
four months we actually came to 99.7 per cent of a quota of between 
five and six million dollars worth of business for that period of 
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time. Yon wanted testimony, didn’t you? That is what I am trying 
to give you. 

Incentives are something we have been working on for years. 
Seven years ago or thereabouts — nearer eight years — we were con- 
fronted with this problem. We wanted to get increased production, 
lower cost, reduced scrap, and so forth. We inaugurated at that 
time a foremen’s bonus plan, taking into consideration all of our 
foremen and assistant foremen, department superintendents and so 
on down the line, and in addition to the production departments 
we included the shipping, receiving, and maintenance departments. 

We had to set standards for this purpose. True, we had old 
records which had been kept for years and years to use, but we 
didn’t set standards on those old records. They were very helpful, 
it is true, but we set standards that could be met — but at the same 
time with honest effort. I can stand here today and tell you that 
they have been met and it is possible for our foremen to make forty 
per cent of their salary as a bonus and that they are now averaging 
between thirty and forty per cent. Year after year, there hasn’t 
been a time in the past seven years that we haven’t increased pro- 
duction in every department and correspondingly increased our 
efficiency throughout our plants, and our records will show that 
last year, in spite of our increased production and activities of ex- 
pansion, we were able to save in the scrap item alone twice what 
we had paid for the entire bonus ; and our foremen are acquainted 
with their costs, their production, their idle time, their scrap, their 
controllable expenses through the establishment of these budgets. 

Another plan based on the use of these records provides an in- 
centive for our general mill workers called “Production Premium”, 
and is determined monthly from production records and paid when 
production exceeds standards set up for the plant as a whole. This 
makes for greater coordination and interest in production between 
departments. Piece work and bonus systems in both our direct 
operations and service departments have been the means of ef- 
fecting greater savings. For example, in one of our shipping rooms, 
we have reduced our force from nine to four men, who now handle 
25% more shipments than formerly. These four men now receive 
a better wage and are contented as is evidenced by the fact that 
we have had no labor turnover in the last three years and, in ad- 
dition to that, our stock room is in much better condition and we 
have an appreciable reduction in the number of shipping errors. 
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The application of this principle to onr shipping and receiving 
departments represents an approximate saving of $20,000.00 per 
year alone, and this, of course, is only made possible by the use of 
proper records. 

We have an organization that is built up from the ranks. By 
that, I mean the subordinate organization under the executives, 
and we have done that by bringing young men through the mill up 
into offices and giving them an opportunity. In that way we have 
built up an organization that I will defy anyone to beat, and I 
want to pay a special tribute to that organization today. 

The very excellent session of yesterday morning on the question 
of setting up the records to fit the sales and general organization, 
conducted by Mr. Camman, sets forth the importance of such 
records clearly and definitely, which we can most heartily endorse 
from our experience. 

We had considerable difficulty in getting records together and 
making an analysis of sales, at the beginning, but we plugged right 
through and eventually reached a point where today we can analyze 
our sales by total sales, by states, by territory, by salesmen, by 
plant, by class of customer, and by customer individually. In fact, 
we can determine the quantity and values of sales, the cost of sales, 
gross or manufacturing profit, sub-divided into main product, sub- 
product, and even the size class, and we can also show profit by 
salesman. With these analyses of sales, combinations can be made 
that will show up the weak spots and give us an excellent idea of 
the profitable and unprofitable products, enabling us to present 
facts to our sales department, encouraging them to obtain better 
prices if possible. This also serves for management's information 
to analyze manufacturing conditions, having in mind reduction of 
costs. By comparing our market analyses and sales budgets with the 
sales breakdown, I have just mentioned, we are able to determine 
the territory efficiency and immediately bring it to our district 
sales manager's attention. 

We have also been able to eliminate the flitting salesmen who 
have sent in many reports of calls but very little business. We have 
placed business in the hands of agents in sparsely settled territories 
on a small co mmis sion basis rather than have a salesman travel the 
territory. We have proven that concentration of territory, as well 
as effort, has made for increased sales and profit. Likewise, we have 
been able to demonstrate that a salesman with large volume sales 
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and low margin profit is sometimes not an asset to the company. By 
taking the customer sales and breaking them down into classes we 
made the alarming discovery that eighty-three per cent of our busi- 
ness was coming from eight per cent of our customers. Think of 
that, gentlemen — then compare it with your results. By carrying 
this analysis into territories, wq found much wasted sales effort on 
many small, poor credit customers. 

From all such available information, we have been able to set 
up intelligent and reliable sales budgets as is borne out by actual 
results. Our actual sales for the first quarter this year ran 99.7 
per cent of a budget of between five and six million dollars for the 
period. With such a sales budget our factory then has a better idea 
of what to plan for in the way of capacity, our inventories are 
under positive control and we have been able to cut our inven- 
tories twenty per cent despite an appreciable increase in sales. 
Because picture writing was the first means of expression in 
primitive days, we have charted practically all of our information 
for several years and thus graphically present our statements. Our 
executives have both actual figures and graphs for several years 
comparison. By this careful preparation and survey of proper con- 
trollable records, we have eliminated many unnecessary reports and 
our executives are at all times familiar with sales, production, and 
cost information, so that they can determine advisable policies 
toward further administration of our business for profit. And here 
again, let me emphasize, in closing, the importance of a real or- 
ganization, for without this type of organization all the records 
in the world are of no avail. 

In summation, first to you who have all of the requirements as 
set forth in this session and are enjoying the prosperity of a suc- 
cessful business, more power to you and may you have continued 
success, which will and can come only through continuation of 
effort and progress with new developments, and keeping abreast 
of this rapidly developing industrial age. And to you who have 
not enjoyed the pleasure of such an experience, my advice is to go 
after it and go hard, put your heart and soul into it and exert every 
effort to profit by the opportunity and advantages you have 
through this Association of ours and you then will be one of the 
happy ones, among those who are administering business for profit. 

CHAIRMAN JORDAN: We are getting along to the last of 
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the revival service. I have very little to say in concluding the pro- 
gram of this conference. I want to remind you that we have 
eliminated to a very large extent all detail in respect to procedures, 
in respect to technical methods. The whole object of this convention 
has been to draw a picture of some mechanisms which do not take 
the place of management by any means but without which manage- 
ment cannot get along. We must know throughout the company 
what we are all doing. That is organization. We must know what we 
are doing from a financial standpoint in the matter of results, and 
that is records. 

In order to make money out of those records and reach the 
ultimate profit goal we must set a goal to reach ; we must set stand- 
ards. When those standards have been set properly we can then 
put in and set incentives whereby we may have an automatic 
increase in salary for everybody and be somewhat like the farmer 
who said he was glad he was a farmer because he could raise his 
own celery (salary). When that is done and these profit sharing or 
better — saving sharing methods are set up they have an absolutely 
instantaneous effect on the profits, on the personnel, on the spirit 
in the organization, and in every conceivable way. 

I was very glad to have the point brought up in respect to the 
men themselves knowing their job, knowing what they were doing, 
and the great increase in cooperative spirit which it brings out. 
It does that because when incentive methods are properly set up 
you don’t pay it out all at one time but some of it should be set 
aside into a fund which should be divided between all of them upon 
a certain basis in a given time, usually a year, although the regular 
incentives are paid out every month. 

Throughout the whole thing, just remember that the great 
secret of management is in paying strict attention to that little 
word, psychology. Psychology means the control of the human mind 
and its actions and if we can properly lead and influence every one 
in the organization into true spirit of cooperation, a spirit of 
contentedness, a spirit whereby they know, just as was said here, 
that they can increase their income in added effort, that nobody 
asks them to work any harder unless they want to. 

In setting incentives, salaries are paid for normal effort but, 
like our Congressional Medal or any other medal of distinction, the 
incentive comes in an automatic remuneration for extra effort and 
it is surprising how much that extra effort finally becomes confined 
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simply to using one’s head more and physical effort less. The trouble 
with all of us is that we don’t look far enough ahead. 

I will bet you fifty cents to a hole in a doughnut that many of 
you, in your personal budget, wish when the bills come in that you 
had run on a little more systematic and planning basis so that you 
could pay your bills and have a little left. So it is in business. What 
we want to do is get the psychology working in order to get a 
greater brain effort from every one. 

There is one point I noted that has not been brought out in the 
matter of incentives. There were a number of questions in respect 
to how much had been earned on salaries and the answers have been 
anywhere from five to forty per cent. Let me say one thing ; let me 
appeal to you that if you encounter any hard-boiled managers or 
executives who say that you can go ahead and set incentive methods 
but you must put a restriction on the amount of bonus anybody 
can receive, don’t do it. If you set your standards properly you are 
going to pay incentives which are from extra profits made by the 
company. 

Somebody from the Westinghouse Company said that incentives 
were set up even before the bonus was started. They reduced their 
cost lower than ever before. Good Heavens ! If any organization was 
making money already on what had been set up as standard as a 
profit, what kind of management could possibly think of putting 
a restriction, for instance, saying that nobody could earn more than 
a fifty per cent bonus ? That same psychology will reverse itself if 
they put their shoulders to the wheel and revamp and revolutionize 
their efforts to a point where every one can earn a bonus of two 
hundred per cent, and then be cut off at 50 per cent. 

I know of one case where standards were set that seemed to be 
absolutely unattainable on account of the nature of the business 
and yet the first year they made two hundred per cent bonus. Last 
year they made four times their salary and yet the company, which 
ordinarily ran gross profits of three million dollars a year, made an 
extra profit, after paying that bonus, of over one million dollars. 
You can’t tell me setting a limit on that would be the right thing. 

Look around you at successful companies and men that have 
allowed the individuals within their organizations to earn as much 
as they could like Charlie Schwab and General Motors and many 
others. We marvel at them and yet, why should we? Their success 
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is due to tlie fact the management had the brain to see what such a 
plan would do. 

We have tried to impress upon every member of the National 
Association of Cost Accountants that no one in the world has a more 
wonderful opportunity to broaden his effort, to cease thinking of 
the particular technical methods as such and instead think of what 
they are all for. 

You heard one of the representatives of the cost department 
at the Fisher Body Company say that twenty-five per cent of the 
cost of operating the cost department was incurred in determining 
profit and loss and the other seventy-five per cent was industrial 
engineering. Why not? Every one who is concerned with cost 
broadens into that. It is a field that belongs to the cost accountant 
if he is duly and truly preparing himself for his job. Go out and 
study your plant, your personnel, read, work, broaden yourself, 
and enter this perfectly wonderful field that is producing profits. 
Study the organization, the records, the standards, the incentive 
methods, and study all these from the standpoint of making profits. 
It is needless to say what the result will be. 

Of course, it makes money — you can see that — but we haven't 
gone far enough in our work as cost accountants, and that has been 
the whole object of this convention. So, in turning over the session 
to our President, I want to say as Roxy does, 4 'Good night and 
God bless your' 

PRESIDENT SWEETSER: There is a little matter here in 
which we are all interested, I think. It is a little unusual, a little 
irregular. The Board of Directors had a meeting this noon. I found 
one matter had not been attended to and so I am going to call a 
meeting of the Board right now here on the platform. I will ask 
that the members of the Board come up to the platform at this time. 

. . . The members of the Board of Directors came to the 
platform . . . 

PRESIDENT SWEETSER : These are the boys whom you have 
elected and who are serving you as Directors. 

C. M. FINNEY (Manager, Industrial Department, Prince and 
Whitely, New York) : Mr. President : In connection with the re- 
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marks you have made there are a few remarks I should like to make 
regarding one of the members of this Association. 

This gentleman has worked continuously and earnestly in be- 
half of the Association. He has held a number of offices but he has 
always worked, whether in or out of office. The Association has 
twice honored him by electing him to the presidency. Even then 
he didn’t stop working. He has continued this work right up to 
this very moment through the organization and direction of the 
sessions of this convention. I think it is only fitting that proper 
recognition be given to this sort of effort. Therefore, Mr. President, 
I wish to offer the following resolution : 


“A RESOLUTION OF THE BOARD OF DIRECTORS 

OF THE 

NATIONAL ASSOCIATION OF COST ACCOUNTANTS 

On motion regularly made and seconded, it was unanimous- 
ly resolved that the Board of Directors of this Association, in 
the presence of the 1929 convention of the Association assem- 
bled at West Baden Springs, Indiana, hereby officially records, 
with the warmest expressions of gratitude and appreciation, 
its recognition of the outstanding contribution of effort and in- 
terest which Mr. J. P. Jordan has made to and on behalf of 
this Association, 

And Be It Further Resolved that this Board extends to him 
its sincere wishes that health, happiness and prosperity will be 
his always.” 

Mr. President, I move the adoption of this resolution. 

. . . The motion was seconded by T. H. Sanders of Boston . . . 

PRESIDENT SWEETSER: Gentlemen of the Board of the 
National Association of Cost Accountants: You have heard the 
motion, which has been seconded. All those in favor say “Aye”. 

. . . The motion was carried unanimously, followed by prolonged 
applause of the assembly, which rose and under the leadership of 
Harry Whitney, National Chorister, sang “Dear Old Pal of 
Mine”... 



ADMINISTERING THE BUSINESS FOR PROFIT 293 


MR. JORDAN: Gentlemen, I just can’t say anything but 
“ thanks”. 

PRESIDENT SWEETSER: I declare the technical sessions 
of this convention adjourned. 













